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Sun Bancorp, Inc. and Subsidiaries
SELECTED FINANCIAL DATA

{Dofiars in thousands, except per share amounts)

At or for the Years Ended December 31, 2007 2006 2005 2004 2003
Selected Balance Sheet Data
Total assets $3,338,392  $3,325,563  $3,107,889 $3.053,587  $2,599,487
Cash and investments 548,152 695,222 814,528 952,779 1,058,096
Loans receivable, net of allowance for loan losses 2,482,917 2,339,584 2,027,753 1,847,721 1,364,465
Total deposits 2,699,091 2,667,997 2,471,648 2,430,363 2,111,125
Borrowings and securities sold under

agreements to repurchase 154,213 160,622 248,967 254,310 222,398
Junior subordinated debentures 97,91 108,250 77,322 77,322 72,167
Shareholders” equity 362,177 342,227 295,653 279,220 185,718
Selected Results of Operations
interest income $ 197823 § 183950 § 153,229 $ 124269 $ 108,062
Net interest income 98,836 99,078 97,515 89,318 72,287
Provision for loan losses 8,403 3,807 2,310 2,075 4825
Net interest income after provision for loan losses 90,433 95,271 95,205 87,243 67,462
Non-interest income 26,155 19,746 18,288 19,119 17,356
Non-interest expense 88,963 89,393 84,660 81,152 66,036
Net income 19,352 17,274 19,521 17,629 13,336
Per Share Data ™
Earnings Per Share:

Basic $ 089 3 0.81 $ 0.98 3 098 § 0.88

Diluted 0.86 0.77 0.92 0.91 0.82
Book Value 16.68 15.89 14.76 14.08 11.48
Selected Ratios
Return on average assets 0.58% 0.53% 0.63% 0.63% 0.59%
Return on average equity 545 528 6.76 7.80 8.7
Ratio of average equity to average assets 10.72 10.09 9.27 8.08 6.79

{1) Data is adjusted for a 5% stock dividend declared in April 2007.
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Sun Bancorp, In¢. and Subsidiaries
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Sun Bancorp, Inc. and Subsidiaries
2007 To Our SHAREHOLDERS AND FRIENDS...

2007 FINANCIAL REVIEW

Net income for the year ended December 31, 2007 was $19.4 million, or $0.86 per diluted share, compared to net income of $17.3
million, or $0.77 per diluted share, for 2006. Included in 2007 results are net charges of approximately $2.1 million (pre-tax), or
$0.06 per share. These net charges reflect severance and other related expenses, debt redemption and early debt extinguishment
charges, and branch rationalization costs, which were partially offset by a gain realized on the sale of branches in the first quarter.
The prior year included approximately $1.6 million (pre-tax), or $0.05 per share, in non-operating charges for branch rationalization
and severance related charges.

Total assets at December 31, 2007 were $3.34 billion, an increase of $12.8 million over year end 2006. Total loans before allowance
for loan losses grew $144.7 million, or 6.1%, to $2.51 billien. Total deposits increased $31.1 million, or 1.2%, to $2.70 billion. Organic
deposit growth, adjusted for approximately $40 miltion in deposits sold in connection with the sale of threg branches in the first quarter,
was approximately 2.7%.

We continue to prudently manage our balance sheet growth and capital. Our capital position is healthy and will allow the Company
to continue to suppart its intemal growth projections. During 2007, the Company repurchased 1,010,523 shares of outstanding
common stock, which completed the initial repurchase plan announced in the second quarter. The Board of Directors has
subsequently authorized a new stock repurchase plan covering up to approximately 5%, or 1.1 million, additional comman shares.
We will cantinue to monitor epportunities to deploy our capital wisely in this environment.

Revenue growth and expense containment initiatives that started in 2006-like fee enhancements, branch rationalization and
fenegotiated service contracts—continued to produce results in 2007.

Total non-interest income grew year-over-year $6.4 miflion, or 32.5%, which included a $1 .4 million net gain on the sale of branches
as part of the Company's ongoing branch rationalization program. Total non-interest expenses decreased $430,000, or 0.5%,
compared to 2006. Total non-interest expenses in 2007 included $2.7 million of severance and other related charges, debt
redemption and early debt extinguishment charges, and branch rationalization costs. Non-interest expense for 2006 included
approximately $1.2 million of similar charges. Excluding these charges, the comparable year-over-year decrease in non-interest
expenses was $1.9 million, or 2.2%.

As a result of these efforts and our overall performance, the Company's efficiency ratio trended faverably each quarter of 2007. Our
stated goal was to be below 70%. We are proud to say that, excluding non-operating expenses, the efficiency ratio for 2007 was
69.37%, with a record low for the fourth quarter of 66.61%. We expect this trend to continue.

THE CONTINUING GROWTH OF OUR CORE BUSINESSES
Through Sun National Bank, the Company provides an array of commercial and retail banking services, which serve as our
core businesses,

In 2007, our retail team moved the bank forward toward our goal of becoming a high-performing sales organization. With continued
execution and refinement of the sales process that was implemented in the second half of 2006, the Bank grew deposits by $31.1
million, or 1.2%. Retail sales indicators, inctuding average number of sales per banker and product cross-sells per customer, realized
significant increases in 2007, These positive growth trends can be linked to successful sales campaigns, continuous training, the
strengthening of our sales culture and solid execution by the retail team.

A significant initiative in 2007 was re-branding Sun National Bank. Our new tag line—"We Want to Know Your Name"~has become
the core of our community-banking philosophy. This brand promise rests on the foundation that if we know our customers’ names,
then we know them well enough to understand what they need and want from their bank. To support our branding, we put a fresh
face on marketing materials, created and placed strategic advertisements, and launched our new Web site.

We continued to refine the branch network with the sale of three branches (Hightstown, Millhurst and Philadelphia); the consolidation
of another three {Mitiville Downtown into Milville, Atlantic City North into Atfantic City and One Christina into Fourth Street in Witmington,
Delaware); renovations at more than 40 locations; two branches that moved to new buildings (Trenton and Mariton); and the addition
of one de novo branch (Rie Grande). Additionally, we installed new signage that is visible to everyone passing by. New signs are now
at 53 of our locations, with plans to complete the entire branch network by mid-2008.

Qur commercial banking services aiso generated positive growth for the Company. Commercial loans were $2.0 billion at December
31,2007, up $99.6 million from December 31, 2006, an increase of 5.2%. At year-end, pipelines were strong and we continue to
see solid demand on the loan side, despite market pressures. The Bank also opened two loan production offices—one in late 2006
in Edison, Middlesex County, and the other in early 2008 in Bloomfield, Essex County. These two locations expanded our footprint
into areas where we don't yet have a branch presence, but recognized a need to support our existing commercial customers, as
well as develop new business,
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INVESTING IN OUR PEOPLE AND COMMUNITIES
In 2007, Sun continued its focus on investing in our people and the communities we serve.

For employees, the Company created a corporate-wide incentive compensation program that covers anyone not alreadjr
enrolled in our retail or wholesale programs. Additionally, we awarded cur second Thomas Edison State College scholarship,
faunched an internal Web site, which serves as an information hub for everything from news and announcements to photos
of family milestones, and hosted several events just to say "Thank You.”

The Company's community and external constituent relations continued to flourish in 2007 as well. The Bank and its
employees supported more than 500 local organizations through donations, velunteerism and event participation. We
topped off the year with our annual United Way Camgaign Day, where the Bank, employees and directors donated more
than $108,000.

The Company also revitalized its Advisory Boards. Sun looks to its Advisory Board members to promote puiblic recognition
and advocacy of Sun and its goal of mesting the needs of the local communities we serve. With improved communication
and outreach, along with a more structured program, our 100 Advisory Board members in seven regions referred more than
$40 mitlion in hooked business in 2007,

WELCOMING OUR NEW PRESIDENT & CEO-THOMAS X, GEISEL
After almost a year of careful review and consideration, the Company's nationwide search for a president and CEOQ was
successfully completed in December when we announced that Thomas X. Geisel was joining Sun in January 2008.

Tom joins Sun from a large, super-regional bank where he had responsibility for a region with approximatzly $20 billion in
assets and revenue exceeding $550 million. His impressive resume includes 20 years of experience in ﬁetail, Business,
Commercial, Private and Investment Banking. His strengths lie in growing revenue while effectively managing expenses,
developing asset management services, ensuring excellent credit quality, and charting profitable strategic direction—everything
Sun was locking for in a leader,

tn the few months that Tom has been here, he already has proven to be an effective and dynamic leader, and will no doubt
serve as a catalyst to Sun's growth.

WHAT LIES AHEAD-A MESSAGE FROM QUR PRESIDENT & CEQ

Sun, Yike most financial institutions, will face market challenges in 2008, as we expect to be operating'under a difficult
economic environment that is stressing loan portfolios and credit quality. However, as mergers and acquisitions in the
New Jersey region continue to consolidate the landscape, we see many new opportunities for financial growth and
client acquisition.

The Company's operating earnings momentum, combined with our other 2007 accomplishments, put us in.a strong position
going into 2008. As always, our goals are focused on revenue growth, expense management, maintaining credit quality,
supporting our communities and enhancing shareholder value.

The simple underlying strategy is to continue leveraging the success of Sun's commercial banking services with a focus on
small business, middle market and niche industries where we have experience and success. We also will optimize our
footprint to enhance the markets where we are strong, build upon the markets where we have a presence and reallocate
assets from markets where our ability to have a meaningful impact is limited.

On behalf of the board of directors, we thank you for your support, and look forward to more growth and success in 2008
as we move Sun toward becoming a high-performing community bank.

Sincerely,
Bernard A. Brown Sidney R. Brown Thomas X. Geisel
Chairman of the Board Vice Chairman of the Board President and

Chief Exscutive Officer

©)
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Sun Bancorp, Inc. and Subsidiaries

MANAGEMENT’S DiscussioN AND ANALYSIS OF FINANGIAL CONDITION

AND ResuLts oF OPERATIONS

(All doflar amounts presented in the tables, except share and per share amounts, are in thousands)

ORGANIZATION OF INFORMATION

Management's Discussion and Analysis provides a narrative on the
Company's financial condition and results of operations that should be
read in conjunction with the accompanying consolidated financial
statements. It includes the following sections:

« OVERVIEW

« CRITICAL ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATES
* RECENT ACCOUNTING PRINCIPLES

* RESULTS OF OPERATIONS

= LIQUIDITY AND CAPITAL RESOURCES

* FINANCIAL CONDITION

» FORWARD-LOOKING STATEMENTS

OVERVIEW

Sun Bancorp, Inc. (the “Company”) is a multi-state Bank Holding
Company headquartered in Vineland, New Jersey. The Company’s
principal subsidiary is Sun National Bank (the “Bank”). At December 31,
2007, the Company had total assets of $3.34 billion, total deposits of
$2.70 billion and total shareholders’ equity of $362.2 million. The
Company's principal business is to serve as a holding company for the
Bank. As a registered holding company, the Company is subject to the
supervision and regulation of the Board of Governors of the Federal
Reserve System.

Threugh the Bank, the Company provides commercial and retail
banking services. As of December 31, 2007, the Company had 70
Community Banking Centers located in 13 counties in southern and
central New Jersey and in the contiguous New Castle County market in
Delaware. During the first quarter of 2008, the Company expects to
consolidate two Community Banking Centers, located in New Jersey, into
an existing Community Banking Center. See Note 3 of the Notes to the
Consolidated Financial Statements for additional information regarding
the censolidation.

The Company offers a comprehensive array of lending, depository
and financial services to its commercial and retail customers throughout
the marketplace. The Company’s lending services to businesses include
term loans and lines of credit, mortgage loans, construction loans, and
equipment leasing. The Company is a Preferred and Express Lender
with the Small Business Administration ("SBA") and a Preferred Lender
with the New Jersey Econamic Development Authority. The Company’s
commercial deposit services include husiness checking accounts and
cash management services such as electronic banking, sweep accounts,
lockbox services, internet banking, remote deposit and contralled
dishursement services. The Company's lending services to consumers
include residential mortgage loans, residential construction loans,
second mortgage loans, home equity foans and installment loans. The
Company’s consumer deposit services include checking accounts,
savings accounts, money market deposits, certificates of deposit and
individual retirement accounis. In addition, the Company offers mutual
funds, securities brokerage, annuities and investment advisory services
through a third-party arrangement.

The Company funds its lending activities primarily through retail
deposits, brokered deposits, the scheduled maturities of its investment
partfolio, repurchase agreements with customers and advances from the
Federal Home Loan Bank (“FHLB").

As a financial institution with a primary focus on traditienal banking
activities, the Company generates the majority of its revenue through net
interest income, which is defined as the difference between interest
income earned on loans and investments and interest paid on deposits
and borrowings.

Growth in net interest income is dependent upon the Company's ability
to prudently manage the balance sheet far growth, combined with how
successfully it maintains or increases net interest margin, which is net
interest income as a percentage of average interest-earning assets.

The Company also generates revenue through fees earned on the
various services and products offered to its customers and through sales
of doans, primarily SBA and residential mortgages. Offsetting these
revenue sources are provisions for credit losses on loans, administrative
expenses and income taxes.

The slowing regional and national economy has been, and will
continue to be, a chaflenge for the Company. While New Jersey has not
sutered whotesale declines in the value of residential real estate as have
other areas of the country, construction lending and lending to
contractors will be impacted by weakness in this sector. Potential also
exists for the flattening and decline in commercial real estate values over
the long term, which may impact the eventual ability to successfully
refinance maturing commercial mortgage loans. Additionally, what
remains uncertain is the impact of historically high enérgy prices on both
business and leisure travel.

The Company's net income for 2007 was $19.4 million, or $0.86 per
share—diluted compared to $17.3 million, or $0.77 per share—diluted in
2006. included in 2007 results are net charges of approximately $2.1
million (pre-tax), or $0.06 per share. The net charges include $2.4 million
of severance and other refated expenses, $915,000 for the write-off of
unamortized issuance costs on redeemed trust preferred securities and
early extinguishment of debt charges on FHLB borrowing, and $185,000
of branch rationalizaticn charges. Offsetting these charges was & gain of
$1.4 million realized from the sale of three branches. The prior year
included approximately $1.6 million {pre-tax), or $0.05 per share, in
branch rationalization and severance related charges. The following is an
overview of key factors affecting the Company's results for 2007:

« Total loans before allowance for loan losses grew $144.7 miltion,
or 6.1%, to $2.51 billion. Organic loan growth adjusted for
approximately $166 million in loan prepayments and a branch sale
was approximately 13.1%.

» Total deposits increased $31.1 million, or 1.2%, to $2.70 biliion.
Organic deposit growth, adjusted for approximately $40 million in
depasits sold in connection with the sale of three branches, was
approximately 2.7%.

* As part of the Company's branch rationalization program to improve
profitability, the Company sold three branch offices during the first
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quarter of 2007, including approximately $40 million of aggregate
deposits and approximately $19 milion of aggregate loan
receivables, resulting in a net gain {pre-tax) of $1.4 millien. During
the third quarter of 2007, the Company consolidated two branch
offices, resulting in $185,000 (pre-tax) of lease buy-out and other
related charges.

= Net interest income (on a tax-equivalent basis) for 2007 was $100.4
million. The interest rate spread and net interest margin (on a tax-
equivalent basis) was 2.71% and 3.37%, respectively. The interest
rate spread and net interest margin, adjusted for approximately
$791,000 for the write-off of unamortized issuance costs on
redeemed trust preferred securities, was 2.74% and 3.40%,
respectively. The compression in the net interest margin of 7 basis
points from 3.44% for 2006 to 3.37% for 2007 reflects continued
intense market competitiveness for both loans and deposits, the
challenging interest rate environment in 2007, lower levels of
demand deposits, as well as the increased cost of interest-bearing
deposits attributable to the Company's deposit pricing strategy in
support of the retait transformation initiative, which began in the third
quarter of 2006 and continued through ail of 2007.

* The provision for loan losses increased year-over-year $4.6 million
to $8.4 million. Total non-performing assets were $29.6 million at
December 31, 2007, or 1.18% of total loans and real estate owned
compared to $15.2 million, or 0.64%, at December 31, 2006. Net
charge-offs for 2007 were $7.1 million, or 0.29%, of average loans
outstanding compared to $1.9 million, or 0.08%, of average loans
outstanding for 2006.

« Total non-interest income grew year-over-year $6.4 million to $26.2
million as service charges on deposits increased $2.6 million as a
result of the implementation of select retail banking fee enhancements
and a net gain of $1.4 million as a result of branch rationalization.

* In January 2007, the Company terminated the employment of the
Company’s former President and Chief Executive Officer and as a
result, recognized $1.8 million in severance and other related
charges. The Vice Chairman of the Board served as interim President
and Chief Executive Officer undtil the appointment of the new
President and Chief Executive Officer who joined the Company
effective January 7, 2008.

» The Company’s efficiency ratio trended favorably each quarter of
2007, ending with a fourth quarter efficiency ratio of 66.61% as the
Company continued to focus on ongoing profitability enhancement
inftiatives with particular emphasis on expense efficiency savings.

» During 2007, the Company repurchased approximately 5%, or
1,010,523 shares, of the Company's outstanding comman stock. In
late December 2007, the Company announced a new stock
repurchase plan of approximately 5%, or 1,100,000 shares.

CRITICAL ACGOUNTING POLICIES, JUDGMENTS AND ESTIMATES

The discussion and analysis of the financial condition and results of
operations are based on the Consolidated Financial Statements, which
are prepared in conformity with generally accepted accounting principles
{“GAAP") in the United States of America. The preparation of these
financial statements requires management to make estimates and
assumptions affecting the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities, and the reported amounts
of income and expenses. Management evaluates these estimates and
assumptions on an ongoing basis, including those related to the

allowance for loan losses, goodwill, intangible assets, income taxes,
stock-based compensation and derivative financial instruments.
Management bases its estimates on hlsloucal experience and various
other factors and assumptions that are belu,ved to be reasonable under
the circumstances. These form the basis for making judgments on the
carrying value of assets and liabilities that dre not readily apparent from
other sources. Actual results may differ from these estimates under
different assumptions or conditions.

Allowance for Loan Losses. Through the Bank, the Company
originates loans that it intends to hold for the foreseeable future or until
maturity or repayment. The Company may not be able to collect all
principal and interest due on these loans. Allowance for loan losses
represents management's estimate of probable credit losses inherent in
the loan portfolio as of the balance sheet date. The determination of the
allowance for loan losses requires management to make significant
estimates with respect to the amounts and timing of losses and market
and economic conditions. The allowance foﬁ loan losses is maintained at
a level that management considers adequate to provide for estimated
losses and impairment based upon an evaliation of known and inherent
risk in the loan portfelie. Loan impairment is evaluated based on the fair
value of collateral or estimated net realizable value. A provision for loan
losses is charged to operations based on management's evaluation of
the estimated losses that have been incUrred in the Company’s loan
portfolio. It is the palicy of management to provide for losses on
unidentified loans in its portfolio in addition to classified loans.

Management monitors its allowance for loan losses at least quarterly
and makes adjustments to the allowance through the provision for loan
losses as economic conditions and other dertinent factors indicate. The
guarterly review and adjustment of the qdalitative factors employed in
the allowance methodology and the updating of historic ioss experience
allow for timely reaction to emerging conditions and trends. In this
context, a series of qualitative factors are used in a methodology as a
measurement of how current circumstances are affecting the loan
portfolio. Included in these qualitative factors are:

« Levels of past due, classified and non-accrual foans, troubled debt
restructurings and modifications

« Nature and volume of lpans

e Changes in lending policies and procedures underwriting standards,
collections, charge-offs and recovenes and for commercial loans,
the level of loans being approved with exceptions to policy

« Experience, ability and depth of management and staff

* National and local economic and business conditions, including
various market segments

* Quality of Company's loan review system and degree of Board
oversight

» Concentrations of credit and changes in levels of such
concentrations

» Effect of external factors on the level of estimated credit losses in the
current portfolio

Additionally, historic loss experience ober the more conservative of
gither the trailing four or eight quarters is taken into account. In
determining the allowance for loan losses, management has established
both specific and general pooled allowances. Values assigned to the
qualitative factors and those developed from historic loss experience
provide a dynamic basis for the calculation of reserve factors for both
pass-rated loans (general pooled allowance) and those criticized and

©)
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classified loans without Statement of Financial Accounting Standards
{"SFAS”) No. 114, Accounting by Creditors for Impairment of a Loan—an
amendment of FASB Statements No. 5 and 15, reseives (specific
allowance). The amount of the specific aliowance is determined through
a loan-by-loan analysis of certain large dollar commercial loans. Loans
not individually reviewed are evaluated as a group using reserve factor
percentages based on historic loss experience and the qualitative factors
described above. In determining the appropriate level of the general
pooled allowance, management makes estimates based on internal risk
ratings, which take into account such factors as debt service coverage,
loan-to-value ratios, and external factors. Estimates are periodically
measured against actual 10ss experience.

As changes in the Company's operating environment occur and as
recent loss experience fluctuates, the factors for each category of loan
based on type and risk rating will change to reflect current circumstances
and the quality of the loan portfolio. Given that the components of the
allowance are based partially on historical losses and on risk rating
changes in response to recent events, required reserves may trail the
emergence of any unforeseen deterioration in credit quality.

Although the Company maintains its allowance for loan losses at levels
considered adequate to provide for the inherent risk of loss in its loan
portfalio, if economic conditions differ substantially from the assumptions
used in making the evaluations, there can be no assurance that future
losses will not exceed estimated amounts or that additional provisions
for loan losses will not be required in future periods. Accordingly, a decline
in the national economy or the locai econamies of the areas in which the
loans are concentrated could result in an increase in loan delinquencies,
foreclosures or repossessions resulting in increased charge-off amounts
and the need for additional loan loss allowances in future periods. In
addition, the Company's determination as to the amount of its allowance
for Joan losses is subject to review by the Bank's primary regulator, the
Office of the Comptroller of the Currency (the “OCC"), as part of its
examination process, which may result in the establishment of an
additional allowance based upon the judgment of the QCC after a review
of the infermation available at the time of the OCC examination.

Accounting for Income Taxes. The Company accounts for income
taxes in accordance with SFAS No. 109, Accounting for Income Taxes,
and Financial Accounting Standards Board (the “FASB") Interpretation
(“FIN") No. 48, Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109, SFAS No. 109 requires the
recording of deferred income taxes that reflect the net tax effects of
temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for
fncome tax purpoeses. Management exercises significant judgment in the
gvaluation of the amount and timing of the recagnition of the resulting tax
assets and liabilities. The judgments and estimates required for the
evaluation are updated based upon changes in business factors and the
tax laws. If actual results differ from the assumptions and other
considerations used in estimating the amount and timing of tax
recognized, there can be no assurance that additional expenses will not
be required in future periods. On January 1, 2007, the Company
incorporated FIN No. 48 with its existing accounting policy. FIN No. 48
presciibes a minimum probability threshold that a tax position must meet
before a financial statement benefit is recognized. The Company
recognizes, when applicable, interest and penalties related to
unrecognized tax benefits in the provision for income taxes in the
consolidated income staternent. Assessment of uncertain tax positions
under FIN No. 48 requires careful consideration of the technical merits

of a position based on management's analysis of tax regulations and
interpretations. Significant judgment may be involved in applying the
requirements of FIN No. 48.

Valuation of Goodwill. The Company assesses the impairment of
goodwill at feast annually, based on the fair value methodology as
described in SFAS No. 142, Goodwill and Intangible Assets. The Company
will continue to monitor conditions, such as ftuctuations in market valugs
and credit quality for both the Company and its peers, which would trigger
the need for more frequent review. If the Company determines that the
carrying vatue of goodwill may nat be recoverable, then the Company will
assess impairment based on a projection of undiscounted future cash
flows and measure the amount of impairment based on fair value. Write-
downs of the amount of any Impairment are to be charged to the results
of operations in the period in which the impairment is determined,

Stock-Based Compensation. The Company accounts for stock-
based compensation in accordance with the fair valug recognition
provisions of SFAS No. 123(R), Share-Based Payment. The Company
adopted SFAS No. 123(R} on January 1, 2006 using a modified
prospective approach. Under the fair value provisions of SFAS No. 123(R),
stock-based compensation cost is measured at the grant date based an
the value of the award and is recognized as expense over the appropriate
vesting period. Determining the fair value of stock-based awards at grant
date requires judgment, including estimating the expected term of the
stack options and the expected volatility of the Company's stock. In
addition, judgment is required in estimating the amount of stock-based
awards that are expected to be forfeited. If actual results differ
significantly from these estimates or different key assumptions were
used, it could have a material effect on the Company’s Consolidated
Financial Statements. Prior to January 1, 2008, the Company had accounted
for stock-based compensation in accordance with SFAS No. 123,
Accounting for Stock-Based Compensation, as adopted prospectively on
January 1, 2003, and in accordance with Accounting Principles Opinion
("APB"} No. 25, Accounting for Stock Issued fo Employees. See Note 2 of
the Notes to Consolidated Financial Statements for additional information
regarding stock-based compensation.

RECENT ACCOUNTING PRINCIPLES

In December 2007, the FASB issued SFAS No. 141(R), Business
Combinations, which replaces SFAS No. 141, Business Combinations.
SFAS No. 141(R} retains the fundamental reguirements in SFAS No. 141
that the acquisition method of accounting {foarmerly referred to as purchase
method) be used for all business combinations and that an acquirer be
identified for each business combination. SFAS No. 141(R) defines the
acquirer as the entity that abtains control of one or more businesses in the
business combination and establishes the acquisition date as of the date
that the acquirer achieves control. SFAS No. 141(R) requires an acquirer
to recognize the assets acquired, the liabilities assumed, and any non-
controlling interest in the acquiree at the acquisition date, measured at
their fair values. SFAS No. 141(R) requires the acquirer to recogniza
acquisition-related costs and restructuring costs separately from the
business combination as period expense. SFAS No. 141(R) is effective for
business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after
December 15, 2008. The adoption of this statement will impact the
accounting and reporting of acquisitions after January 1, 2009.
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In November 2007, the SEC issued Staff Accounting Bulletin ("SAB”)
No. 109, Written Laan Commitments Recorded at Fair Value through
Earnings. SAB No. 109 supersedes SAB No. 105, Application of
Accounting Principles to Loan Commitments, and expresses the current
view of the staff that, consistent with guidance in SFAS No. 156,
Accounting for Servicing of Financial Assets, and SFAS No. 159, The Fair
Value Option for Financial Assets and Financial Liabilities, the expected
net future cash flows related to the associated servicing of a loan,
including the servicing rights sold to a third party, should be included in
the measurement of all written loan commitments that are accounted for
at fair value through earnings. SAB No. 109 was effective for fiscal
guarters beginning after December 15, 2007. The Company will adopt
SAB No. 109 for any loan commitments issued or modified on or after
January 1, 2008 and does not expect there to be a material impact to the
Company’s financial condition or results of operations.

In May 2007, the FASB issued FSP No. FIN 48-1, Definition of
Settiement in FASB FIN 48. FSP No. FIN 48-1 amends FIN No. 48 to
provide guidance on determining whether a tax position is “effectively
settled” for the purpoese of recognizing previously unrecognized tax
benefits, The concept of “effectively settled” replaces the concept of
“uitimately settled” originally issued in FIN Mo. 48. The tax position can
be considered “effectively settied” upon completion of an examination by
the taxing authority if the entity does not plan to appeal or litigate any
aspect of the tax position and it is remote that the taxing authority would
examine any aspect of the tax position. For “effectively settled” tax
positions, the full amount of the tax benefit can be recognized. The
guidance in FSP No. FIN 48-1 was effective upon initial adoption of FIN
No. 48 which was adopted on January 1, 2007 and the initial application
of the interpretation did not have an impact to the Company’s financial
condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assels and Financial Liabilities—Inciuding an
Amendment of FASB Statement No. 115, which permits entities to choose
to measure many financial instruments and certain other items at fair
value that are not currently required to be measured at fair value. SFAS
No. 159 also estahlishes presentation and disclosure requirements
designed to facilitate comparisons between entities that choose different
measurement attributes for similar types of assets and liabilities. The
Company adopted SFAS No. 159 on January 1, 2008. SFAS No. 159 did
not have an impact on the Company’s financial condition or resulis of
operations as the Company did not elect to fair value any of its financial
assets and financial liabilities that are not currently required to be
measured at fair value.

In September 2006, the FASB issued SFAS Ne. 157, Fair Value
Measurements. SFAS No, 157 defines fair value, establishes a framework
for measuring fair value, and expands disclosures about fair value
measurements. SFAS No. 157 does not require any new fair value
measurements. The definition of fair value retains the exchange price notion
in earlier definitions of fair value, SFAS No. 157 clarifies that the exchange
price is the price in an orderly transaction between market participants to
sell the asset or transfer the liability in the market in which the reporting
entity would transact for the asset or liability. The definition focuses on the
price that would be received to sell the asset or paid to transfer the liability
{an exit price), not the price that would be paid to acquire the asset or
received fo assume the liability {an entry price). SFAS No. 157 emphasizes

that fair value is a market-based measureinent, not an entity-specific
measurement. FASB Staff Position {"FSP") No. 157-2, Effective Date of
FASE Statement No. 157, issued in February 2008, delays the effective
date of SFAS No. 157 for nonfinancial asset;s and nonfinancial liabilities,
except for items that are recognized or disclosed at fair value in an entity’s
financial statements on a recurring basis (at [east annually), to fiscal years
beginning after Noverber 15, 2008. The Company adopted SFAS No, 157
on January 1, 2008 for assets and liabilities that are not excluded from
FSP Mp. 157-2 and it did not have a material impact on the Company's
financial condition or results of operations. .

In September 2006, the FASB issued Emerging tssues Task Force
("EITF™) No. 08-5, Accounting for Furchases of Life Insurance—-Determining
the Amount That Could Be Realized in Accordance with FASS Technical
Bufletin No. 85-4, EITF No. 06-5 explains how to determine “the amount
that could be realized” from a life msuran(e contract, for purposes of
recording the cash surrender value on the balance sheet. EITF No. 06-5
requires palicyholders to determine the amount that could be realized
under a life insurance contract assuming individual policies are
surrendered instead of surrendering all poII(:le's as a group. Any adjustment
to the carrying amount of cash surrender value will be recorded as a direct
adjustment to retained garnings and reported as a change in accounting
principle. EITF No. 06-5 was effective January 1, 2007. The Company’s
bank owned life insurance (“BOLL") transactilons adhere to the guidance
provided by EITF No. 06-5.

RESULTS OF OPERATIONS

The following discussion focuses on tha major components of the
Company’s operations and presents an averview of the significant
changes in the results of operations during the past three fiscal years.
This discussion should be reviewed in conjunction with the
Consolidated Financial Statements and notes thereto presented
elsewhere in this Annual Report. All earnipgs per share amounts are
presented assuming dilution.

Net Interest Income. Net interest income is the most significant
component of the Company’s income frc-m operations. Net interest
income is the difference between mterest earned on total interest-
garning assets (primarily loans and mvesiment securities), on a fully
taxable equivalent basis, where appropriate, and interest paid on total
interast-bearing liabilities (primarily depositls and borrowed funds). Fully
taxable equivalent basis represents income on total interest- -garning
assets that is either tax-exempt or taxed al a reduced rate, adjusted to
give effect to the prevailing incremental federal tax rate, and adjusted for
nondeductible carrying costs and state income taxes, where applicable.
Yield calculations, where appropriate, include these adjustments. Net
interest income depends on the volume and interest rate earned on
interest-earning assets and the volume and interest rate paid on
interest-bearing liabilities.

Table 1 provides detail regarding the Company's average daily
balances with corresponding interest |ncome and interest expense, as
well as yield and cost information for the years ended December 31,
2007, 2006 and 2005. Table 2 sets forth certain information regarding
changes in interest income and interest expense of the Company for the
years ended December 31, 2007, 2006 and 2005.
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TABLE 1: STATEMENTS OF AVERAGE BALANCES, INCOME OR EXPENSE, YIELD OR GOST

Years Ended December 31, 2007 2006 2005
Average  Income/ Yield/ Average Income/  Yield/ Average Income/  Yield/
Balance  Expense Cost Balance Expense Cost Balance Expense Cost
Interest-earning assets:
Loans receivable M @;
Commercial and industrial $1,986,959 $142,891 7.19% $1,.880,475 $133,312 7.09%  $1.659,713 $106,915 6.44%
Home equity 247,017 16,010 6.48 202,072 13,326 6.59 134,375 7617 5.67
Secand martgage 78,176 5,060 647 74,184 4642 6.26 47670 2979 €625
Residential real estate 44,368 3,362 7.58 30,264 2,460 8.13 27,572 2,215 8.03
Other 90,234 7,104 7.87 86,505 7,136 8.25 72,938 5,430 7.44
Total loans receivable 2,446,754 174,427 713 2273500 160,876 7.08 1,942,268 125,156 6.44
Investment securities @ 481,775 22,514 4.67 595,474 22032 3.70 B24,755 27,412 332
Interest-earning deposits with banks 13,871 673 485 14,676 702 478 6,833 195 2.85
Federal funds sold 32,966 1,725 5.23 23,938 1,172 4,90 34,888 1172 3.36
Total interest-earning asseis 2,975,366 199,339 6.70 2,907,588 184,782 6.36 2,808,744 153935 5.48
Non-interest-eaming assets:
Cash and due from banks 68,963 80,241 79,713
Bank properties and equipment 44014 43,099 37,186
Goodwill and intangible assets 153,957 157,082 136,552
QOther assets 72,641 57,321 53,091
Total non-interest-earning assets 339,575 337,743 306,542
Total assets $3,314,841 $3,245,331 $3,115,286
Interest-bearing liabilities:
Interest-bearing deposit accounts:
Interest-bearing demand deposits $ 759,855 22,130 2.91% $ 841288 23,587 280% % 874577 16,099 1.84%
Savings deposits 455,006 13,214 2.90 365,932 6,687 1.83 423,747 4,986 1.18
Time deposits 1,022,172 48,908 478 889,192 35,618 412 684,892 20,342 2.97
Total interest-bearing
deposit accounts 2237123 84,252 3rn7 2,096,412 66,892 319 1,983,216 41,427 2.09
Short-term borrowings:
Federal funds purchased 2,929 155 529 4,277 231 5.40 3619 118 326
Repurchase agreements
with customers 4,213 1,961 444 45,726 1,885 434 76,894 2,008 2.61
Long-term borrowings:
FHLB advances 87,306 3,764 4.3 147,017 6,833 465 167.830 6,996 417
Junior subordinated debentures 101,330 8,458 8.36 106,894 8,408 7.87 77.534 5,165 6.66
Obtigation under capital lease 5,288 387 7.32 5,356 522 7.3 15 - -
Total borrowings 241,066 14,735 6.11 309,270 17,980 581 325,892 14,287 438
Total interest-bearing fiabilities 2,478,189 98,987 399 2,405,682 84,872 353 2,309,108 85,714 2.41
Non-interest-bearing liabilities:
Nan-interest-bearing
demand deposits 453,281 494,488 503,197
Other liabilities 28,095 17,851 14,134
Total non-interest-
bearing liabilities 481,376 512,339 517,331
Total liabilities 2,959,565 2,918,021 2,826,439
Shareholders' equity 355,376 327,310 288,847
Total liabilities and
shareholders’ equity $3,314,911 $3,245,331 $3,115,286
Net interest income ® $100,352 $ 99,910 $ 98,221
Interest rate spread 2.7T1% 2.83% 3.07%
Net interest margin © A3I™% 3.44% 3.50%
Ratio of average interest-
eamning assels to average
interest-bearing liabilities 120.06% 120.86% 121.64%

{1} Average balances include non-accrual loans (see “Non-Perorming and Problem Assets™).
(2} Loan fees are included in interest income and the amount is not material for this anatysis.

{3} Interest earned on non-taxable investment securities is shown on a tax equivalent basis assuming a 35% marginal federal tax rate for all periods.

{4) Average balance includes advances from FHLB and securities sold under agreements io repurchase—FHLE.

{5} Interest rate spread represents the difference between the average yield on interest-earning assets and the average cost of interest-bearing liabilities.
{6} Net interest margin represents net interest income as a percentage of average interest-eaming assets.

©)
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TABLE 2: RATE-VOLUME VARIANCE ANALYSIS

Years Ended December 31,

2007 vs. 2006

, 2006 vs. 2005

Increase (Decrease) Due To

Increase (Decrease) Due To

Volume Rate Net Volume Rate Net
Interest income:
Loans receivable;
Commercial and industrial $7669 $1910 $ 9579 $15,035 $11362  $26,397
Home equity 2,811 {127) 2,684 4,311 1,308 5,709
Second mortgage 257 161 418 1,659 4 1,663
Residential real estate 1,006 {103) 902 219 26 245
Other 222 {254) (32) 1,079 627 1,706
Total loans receivable 11,964 1,587 13,551 22,303 13,417 35,720
Investment securities (3,438) 3,920 482 {8,234) 2,854 {5,380}
Interest-earning deposits with banks (35) 6 (29) 319 188 507
Federa! funds sold 469 84 553 {436) 436 -
Total interest-earning assets 8,960 5,597 14,557 13,952 16,895 30,847
Interest expense:
Interest-bearing deposit accounts:
Interest-bearing demand deposits {2,021) 564 {1,457) {635) 8,123 7,488
Savings deposits 1,920 4,607 6,527 {755} 2,456 1,701
Time deposits 5,934 6,356 12,290 7,080 9,186 16,276
Total interest-bearing deposit accounts 5,833 11,527 17,360 5,700 19,765 25,465
Short-term borrowings:
Federal funds purchased {71) {5) {76) 25 83 13
Repurchase agreements with customers (54) 30 (24) (1,019) 996 23)
Long-term borrowings:
FHLB advances @ (2,601) (468) (3,069) 919) 756 (163)
Junior subordinated debentures (330) 389 59 2,185 1,049 3,244
Obligation under capital lease (123) (12) (135) - 522 522
Total borrowings (3,179) (66) {3,245) 282 3,411 3,693
Total interest-bearing liabilities 2,654 11,461 14,115 5,082 23,176 29,158
Net change in net interest income $6306 $(5864) § 442 $ 7970, $(6,281) $ 1,689

(1) For each category of interest-earning assets and interest-bearing lizbilities, informaticn is provided on changes attributable 1o () changes in volume {changes in average volume
multiplied by the prior year rate) and {if) changes in rate {changes in rate multiplied by the prior year average volume). The combined effect ot changes in both voiume and rate has been
allocated 10 volumne or rate changies in proportion to the absolute dollar amounts of the change in each.

(2) Amounts include advances from FHELB and securities sold under agreements to repurchase—FHLB,

The Company’s net interest margin and interest rate spread decreased
in 2007 to 3.37% and 2.71%, respectively, as compared to 3.44% and
2.83%, respectively, for 2006 and 3.50% and 3.07%, respectively, for
2005. The net interest margin and interest rate spread for 2007, adjusted
for $791,000 of write-off of unamortized issuance costs of redeemed
trust preferred securities, was 3.40% and 2.74%, respectively. The
decrease in the net interest margin and interest rate spread reflects
continued intense market competitiveness for loans and deposits, the
challenging interest rate environment for 2007, lower levels of demand
deposits, as well as the increased costs of interest-bearing deposits
attributable in part to the Company’s deposit pricing strategy in support
of the retail transformation initiative which began in the third quarter of
2006 and continued in 2007.

During the first half of 2007, the yield curve was partially inverted or
flat before becoming gradually positive during the remainder of the year.
In September 2007, the Federal Reserve Board decreased overnight
interest rates by 50 basis points, the first time rates decreased since
June 2003. By the end of 2007, the Federal Reserve Board decreased

these rates a total of 100 basis points to a new target rate of 4.25%. In
January 2008, the Federal Reserve Board reduced overnight interest
rates an additional 125 basis points with the target rate ending at 3.00%.
Further Federal Reserve Board interest reductions in 2008 are likely to
result in further compression of the Company’s net interest margin
especially due to the potential continuation of high deposit rates from
competition within the Company’s primary markets. This further
compression could have an impact on the financial condition, results of
operations and cash flows.

From a traditional balance sheet gap analysis, the Company remained
modestly liability sensitive at December 31, 2007. The more robust net
interest income simulation analysis (see Liquidity and Capital Resources)
shows a position that is relatively neutral to interest rates. The net income
simulation results are impacted by expected strong deposit pricing
competition which may limit deposit pricing flexibility in both increasing
and decreasing rate environments, as well as a movement toward more
floating or short-term adjustable loans.

)
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Net interest income (on a tax-equivalent basis) increased $442,000,
or 0.4%, to $100.4 million for 2007 compared to $39.9 million for 2006.
Interest income {on a tax-equivalent basis) increased $14.6 million from
2006 to $1929.3 million for 2007, while interest expense increased $14.1
million from 2006 to $99.0 million for 2007.

Interest income increased $14.6 miltion for 2007 as average loans
receivable grew $173.3 million, or 7.6%, offset by a decrease in average
investment securities of $113.7 million, or 19.1%. The increase in
average loans receivable was primarily funded by an increase in deposits,
as well as by calls or maturities of lower yielding investment securities.
The rates earned on average loan receivables and average investment
securities increased 5 basis points and 97 basis points, which increased
interest income $1.6 million and $3.9 million, respectively, during 2007,
The Company will rely primarily on deposit growth supplemented with
wholesale borrowings to support its loan funding during 2008. This will
place continued pressure on the net interest margin due to the continued
intense market competitiveness for deposits in the expected declining
interest rate environment.

Interest expense increased $14.1 million for 2007 as average interest-
bearing deposits increased $140.7 millian, or 6.7%, offset by a reduction
in average FHLB advances of $59.7 million, or 40.6%. The cost of
average interest-bearing deposits increased 58 basis points. The
relatively flat yield curve in 2007 and continued intense market
competition for retail deposits caused an increase in funding costs despite
the decrease in interest rates in late 2007. Average non-interest-bearing
demand deposits decreased by $41.2 mittion, or 8.3%, over 2006.

Net interest income (on a tax-equivalent basis) increased $1.7 millian,
or 1.7%, to $99.9 million for 2006 compared to $98.2 million for 2005.
interest income (on a tax-equivalent basis) increased $30.9 million from
2005 to $184.8 million for 2006, while interest expense increased $29.2
million from 2005 to $84.9 million for 2006.

Interest income increased $30.9 million for 2006 as average loans
receivable grew $331.2 million, or 17.1%, which were partially funded
by cails or maturities of lower yielding investment securities. Average
investment securities decreased $229.3 million during 2008, The rates
eamed on average loans receivable and average investment securities
increased 64 basis points and 38 basis points, respectively.

Interest expense increased $29.2 million for 2006 as average interast-
bearing deposits grew $113.2 million, offset by a decrease in average
borrowings of $16.6 million. The cost of average interest-bearing deposits
increased 110 basis points which reflected the continued market
competition for retait deposits. The interest paid on average borrowings
increased 143 basis points fram 2005.

Provision for Loan Losses. The Company recorded a provision for
loan losses of $8.4 million for 2007, as compared to $3.8 million for
2006 and $2.3 million, for 2005. The Company's loans receivable grew
6.1%, or $144.7 million to $2.51 hillion at December 31, 2007 as
compared to $2.37 billion and $2.05 billion at December 31, 2006 and
2005, respectively, The ratio of allowance for loan losses to loans
receivable was 1.08% at December 31, 2007 and 2006 compared to
1.10% at December 31, 2005. Net charge-offs were $7.1 miltion, or
0.29%, of average loans outstanding for the year ended December 31,
2007 as compared to $1.9 million, or 0.08%, of average loans outstanding
and $1.9 million, or 0.10%, of average loans outstanding at December 31,
2006 and 2005, respectively. The increase in 2007 net charge-offs was
primarily due to the deterioration of several commercial and small business
loans which had a direct correlation with the increase in provision for loan
losses in 2007,

At least quarterty, management performs an analysis to identify the
inherent risk of loss in the Company’s loan portfolio. This analysis includes
a qualitative evaluation of concentrations of credit, past loss experience,
current economi¢ conditions, amount and composition of the loan
portfolio (including loans being specifically monitored by management),
estimated fair value of underlying collateral, delinquencies, and other
factors. Although the Company cannot predict loan losses with certainty,
management expects net loan charge-offs as a percentage of average
loans outstanding to approximate 0.20% in 2008,

Non-interest Income. Non-interest income increased $6.4 million,
or 32.5%, to $26.2 million for 2007 as compared to $19.7 million and
$18.3 million for 2006 and 2005, respectively. The increase for 2007
was primarily due to an increase of $2.6 million in service charges on
deposit accounts resulting from the implementation of select retail
banking fee enhancements and a $1.4 million net gain on the sales of
branches as part of the Company’s continuing branch rationatization
program, In addition, the Company generates income through the sale of
residential mortgages and SBA loans. The gain on sale of loans increased
$562,000, or 49.9%, to $1.7 million for 2007. Furthermore, BOLI income
increased $684,000 primarily due to the conversion during the fourth
quarter of approximately $40.4 milfion of the Company’s existing general
account BOLI policies to a new separate account policy. The net
conversion cost for this transaction resulted in the recognition of
$301,000 in BOLI income and $416,000 in federal income tax expense.

Nen-interest income increased $1.5 miltion, or 8.0%, to $19.7 million
for 2006 as compared to $18.3 million far 2005. The increase for 2006
was primarily a result of an increase of $2.2 million in service charges
on deposit accounts offset by a decrease in gain on sale of investment
securities of $794,000. During the fourth quarter of 2008, the Company
enterad into an agreament of sale for a parcel of land and recognized a
loss of $294,000. In addition, the gain on sale of loans, which includes
residential mortgages and SBA loans, increased 14.0% to $1.1 million for
2006 compared to $989,000 for 2005.

Non-interest Expense. Non-interest expense decreased $430,000,
or 0.5%, to $89.0 million for 2007 as compared to $89.4 million and $84.7
million for 2006 and 2005, respectively. Non-interest expense for 2007
includes severance and other related charges of $2.4 million, $185,000 of
branch ratienalization charges, and a $124,000 prepayment penalty
recognized as a result of the early extinguishment of an FHLB borrowing.
Non-interest expense for 2006 includes severance and other related
charges of $740,000 and $495,000 in branch rationalization charges.
Excluding these charges, non-interest expense decreased $1.9 million, or
2.2%, from 2006. The $1.9 million decrease was primarily a result of a
$956,000 decrease in salaries and employee benefits which was primarily
due to the staff reductions that were initiated in the second quarter of 2006
and a decrease in occupancy and equipment expense of $1.1 million. In
addition, insurance with the Federal Deposit Insurance Corperation (“FDIC")
increased $371,000, net of one-time assessment credit of $526,000, as
a result of the Federal Deposit Insurance Reform Act of 2005,

Non-interest expense increased $4.7 million, or 5.6%, to $89.4 million for
2006 as campared to $84.7 million for 2005. Of the increase for 2006,
approximately $2.9 mitlion is due to the incremental expenses resulting from
the January 2006 Advantage acquisition. Non-interest expense, excluding
the expenses of Advantage, increased $1.8 million, or 2.1%, for 2006 as
compared to 2005. The increase was primarily a result of $740,000 in
severance and other related charges and $495,000 of charges related to the
consolidation of two branch offices. In addition, the Company recognized
$170,000 in stock option expenses during 2006 which were directly related
to the adoption of SFAS No. 123(R) on January 1, 2006.
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Income Tax Expense. Income taxes decreased $77,000 to $8.3
million for 2007 from $8.4 million for 2006. The Company's effective tax
rate for 2007 decreased as a result of an increase in tax-exempt income
in relation to taxable income along with the implementation of severat
state tax planning strategies. Income taxes decreased $962,000 to $8.4
million for 2006 from $9.3 million for 2005. The decrease for 2006 was
due to a lower pre-tax income, while the effective tax rate remained
ielativety flat from 2005.

Management expects that the Company’s adherence to FIN No. 48
may result in increased volatility in quarterly and annual effective income
tax rates as FIN No. 48 requires that any change in judgment or change
in measurement of a tax position taken in a prior period be recognized as
a discrete event in the period in which it occurs. Factors that could impact
management's judgment include changes in income, tax laws and
regulations, and tax planning strategies.

LIQUIDITY AND CAPITAL RESOURGES

The liquidity of the Company is the ability to maintain cash flows that are
adequate to fund operations and mest its other obligations ¢n a timely and
cost-effective basis in various market conditions. The ability of the Gompany
to meet its current financial obligations is a function of balance sheet
structure, the ability to liquidate assets and the availability of alternative
sources of funds. To meet the needs of the clients and manage the risk of
the Coempany, the Company engages in liquidity planning and management.

The major source of the Company's funding is deposits, which
management believes will be sufficient to meet the Company’s daily and
long-term operating liquidity needs. The ability of the Company t¢ retain
and attract new deposits is dependent upon the varigty and effectiveness
of its customer account products, custemer service and convenience,
and rates paid to customers. The Company also obtains funds from the
repayment and maturities of loans, as well as maturities or calls of

investment securities, while additional funds can be obtained froma

variety of sources including brokered deposits, federal funds purchased,
FHLB advances, securities sold under agreements to repurchase, loan
sales or participations, and ather secured and unsecured borrowings. It
is anticipated that brokered deposits, FHLB advances, securities sold
under agreements to repurchase and other wholesale funding sources
will be secondary sources of funding, and management expects there to
be adequate collateral for such funding requirements.

The Company’s primary uses of funds are the origination of loans, the
funding of the Company's maturing certificates of deposit, deposit
withdrawals and the repayment of borrowings. Certificates of deposit
scheduled to mature during the 12 months ending December 31, 2008
total $932.0 million, or approximately 88.8% of total certificates of
deposit. The Company anticipates that it will be able to retain a significant
amount of these maturing deposits, The Company continues to operate
with a core deposit relationship strategy that values a long-term stable
customer relationship. This strategy employs a pricing strategy that
rewards customers that estatlish core accounts and maintain a certain
minimum threshold accouni balance. The Company wilt continue to
competitively price deposits for growth and retention. As discussed earlier,
the competitive market environment for deposits has been, and is
expectéd to continue to be, intense causing pressure on net interest
margin. However, based on market conditions and other liquidity
considerations, the Company may also avail itself to the secondary
borrowings discussed above.

Net loans receivable grew $143.3 million, or 6.1%, during 2007. The
Company anticipates that deposits, cash and cash equivalents on hand,
the cash flow from assets, as well as other sources of funds will provide
adequate liquidity for the Company’s future operating, investing and
financing needs. The Company has additional secured borrowing capacity
with the FHLB of approximately $98.0 million, of which $78.5 million was
outstanding at December 31, 2007, and cther sources of approximately
$64.0 million. The FHLB provides a reliable source of funds with a wide
variety of terms and structures. Management will continue to monitor the
Company's liquidity and maintain it at a level that they deem adequate but
not excessive.

Management has a capital plan for the Company and the Bank that
should allow the Company and the Bank to grow capital internally at levels
sufficient for achieving its internal growth projecnons while managing its
operating and financial risks. The Company has also considered a plan for
contingency capital needs, and when appropriate, the Company's Board of
Directors may consider various capital raising alternatives. The principal
components of the capital plan are to generate additional capital through
retained earnings from internal growth, aceess the capital markets for
external sources of capital, such as common 2quity and capital securities,
when necessary or appropriate, redeem existing capital instruments and
refinance such instruments at lower rates when conditions permit and
maintain sufficient capital for safe and sound operations.

In the second quarter of 2007, the Board of Directors of the Company
authorized the initiation of a stock repurchas? plan covering up to 5%, or
approximatety 1,000,000 shares, of the Company’s outstanding common
stock. During 2007, the Company repurcHased 1,010,523 shares of
outstanding common stock, thus completing in late December the initial

repurchase plan. The Board subsequently authorized a new stock

repurchase plan covering up to approximately 5%, or 1,100,000
additional shares, of common stock to be repUrchased in the open market
or in privately negotiated transactions. The tangible equity to tangible
assets ratio was 6.61% at December 31, 2007, The Company con3|ders
6% as the minimum threshold for this ratio.

In April 2007, the Company called the $20.0 million cutstanding capital
securities of Sun Capital Trust Ill contemporaneously with the redemption
of the Sun Capital Trust lli debentures. At the time of the call, the Company
recognized a write-down of approximately $541,000 of unamortized debt
issuance costs. In addition, in April 2007, the Company issued an
additional $10.0 million of new capital securities (Sun Capital Trust VII)
which was used in part to redeem the $20.0 million of previously issued
capital securities {Sun Capital Trust ). In July 2007, the Company called
the $10.0 million of outstanding capital securities of Sun Capital Trust IV
contemporaneously with the redemption of the Sun Capital Trust IV
debentures. At the time of the call, the Company recognized a write-down
of approximately $250,000 of unamortizeéd debt issuance costs. In
addition, in July 2007, the Gompany issued $10.0 million of new capitat
securities (Sun Capital Trust VIll) which was used to redeem the $10.0
million of previously issued capital securities (Sun Capital Trust V). In
January 2008, the Company called the $5.0 million outstanding capital
securities of CBNJ Trust | contemporaneously with the redemption of
CBNJ Trust | debentures.

The Company is subject to risk-based capltal guidelines adopted hy the
Federal Reserve Board for bank holding cc)mpames The Bank is also

subject to similar capital requirements adopted by the OCC. Under these-

requirements the federal bank regulatory agencies have established
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quantitative measures to ensure that minimum thresholds for Tier 1
Capital, Total Capital and Leverage (Tier 1 Capital divided by average
assets) ratios are maintained. Failure to meet minimum capital
requirements can initiate certain mandatory, and possibly additional
discretionary, actions by regulators that, if undertaken, could have a direct
material effect on the Company's and the Bank’s consolidated financial
statements. Under the capital adequacy guidelines and the regulatory

TABLE 3: REGULATORY CAPITAL LEVELS

framework for prompt corrective action, the Company and the Bank must
meet specific capital guidelines that involve quantitative measures of their
assets and certain off-balance sheet items as calculated under regulatory
accounting practices, It is the Company’s intention to maintain “well-
capitalized” risk-based capital levels. Table 3 provides the regulatory
capital levels for the Company and the Bank at December 31, 2007,

To Be Well-Capitalized

For Capital Under Prompt Corrective
December 31, 2007 Actual Adequacy Purposes Action Provisions @
Amount Ratio Amount Ratio Amount Ratio

Total Capital (to Risk-Weighted Assets):

Sun Bancorp, Inc. $334,126 11.82% $226,051 8.00% N/A

Sun National Bank 311,961 11.06 225,697 8.00 $282,122 10.00%
Tier | Capital (to Risk-Weighted Assets):

Sun Bangorp, Inc, 306,764 10.86 113,025 4.00 N/A

Sun National Bank 284,599 10.09 112,849 4.00 169,273 6.00
Leverage Ratio:

Sun Bancorp, Inc. 306,764 967 126,850 4.00 N/A

Sun National Bank 284,599 9.00 126,540 4.00 158,175 5.00

(1) Not applicable to bank holding companies.

While the capital securities are deconsolidated in accordance with
GAAP, they continue to qualify as Tier 1 or core capital of the Company
under federal regulatory guidelines. These securities are subject to a 25%
capital limitation under risk-based capital guidelines developed by the
Federal Reserve Board. The portion that exceeds the 25% capital
fimitation qualifies as Tier 2, or supplementary capital of the Company. At
December 31, 2007, the entire $85.0 million in capital securities qualify
as Tier 1.

In March 2009, the Federal Reserve amended its risk-based capital
standards to expressly allow the continued limited inclusion of
outstanding and prospective issuances of capital securities in a bank
holding company’s Tier 1 capital, subject to tightened quantitative limits.
The Federal Reserve's amended rule, effective March 31, 2008, will limit
capital securities and other restricted core capital elements to 25% of alf
core capital elements, net of goodwill less any associated deferred tax
liability. The Company does not anticipate that this amended rule will have
a material impact on it capital ratios.

See Note 24 of the Notes to Consolidated Financial Statements for
additional information regarding regulatory matters.

Asset and Liability Management. Interest rate, credit and
operational risks are among the most significant market risks impacting
the performance of the Company. The Company has an Asset Liability
Committee (“ALCO"), composed of senior management representatives
from a variety of areas within the Company. ALCO, which meets monthly,
devises strategies and tactics to maintain the net interest income of the
Company within acceptable ranges over a variety of interest rate

scenarios. Should the Company's risk modeling indicate an undesired
exposure o changes in interest rates, there are a number of remedial
options available, including changing the investment portfolio
characteristics, and changing loan and deposit pricing strategies. Two of
the tools used in monitoring the Company's sensitivity to interest rate
changes are gap analysis and net interest income simulation,

Gap Analysis. Banks are concerned with the extent to which they are
able to match maturities or re-pricing characteristics of interest-earning
assets and interest-bearing liabilities. Such matching is facilitated by
examining the extent to which such assets and liabilities are interest-rate
sensitive and by monitoring the bank’s interest rate sensitivity gap. Gap
analysis measures the volume of interest-earning assets that will mature
or re-price within a specific time period, compared to the interest-bearing
liabilities maturing or re-pricing within that same time period. On a
monthty basis, the Company and the Bank monitor their gap, primarily
cumulative through both six months and one year maturitiss.

Tahte 4 provides the maturity and re-pricing characteristics of the
Company’s interest-earning assets and interest-bearing liabilities at
December 31, 2007. All amounts are categorized by their actual maturity
or re-pricing date with the exception of interest-bearing demand deposits
and savings deposits. As a result of prior experience during periods of rate
volatility and management's estimate of future rate sensitivities, the
Company allocates the interest-bearing demand deposits and savings
deposits into categories noted below, based on the estimated duration of
those deposits.
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TABLE 4: INTEREST RATE SENSITIVITY SCHEDULE
December 31, 2007

Maturity/Re-pricing Time Periods |

0-3 Months 4-12 Months 1-5 Years Over 5 Years Total
Interest-earning assets: '
Loans receivable $1,111,573 $ 384,447 $ 889,430 $1 24,469 $2,509,919
Interest-garning deposits with banks 2,380 - - - 2,380
Investment securities 139,861 95,584 134,101 93,666 463,212
Federal funds sold 2,654 - - - 2,654
Total interest-earning assets 1,256,468 480,031 1,023,531 218,135 2,978,165
Interest-bearing liabilities: '
Interest-bearing demand deposits 335,870 118,801 136,040 164,022 754,733
Savings deposits 58,112 173,661 205,121 19,347 456,241
Time certificates 361,017 570,940 113,632 4,476 1,050,065
Federal funds purchased 30,000 - - - 30,000
FHLB advances 16,294 30,101 15,655 1,433 63,483
Securities sold under agreements to
repurchase—FHLB - - 15,000 - 15,000
Securities sold under agreements to
repurchase—customer 40,472 - - \ - 40,472
Junior subordinated debentures 56,703 - 10,310 30,928 97,941
Obligation under capital lease 16 52 473 4177 5,258
Total interest-bearing liabilities 898,484 893,555 496,231 224,923 2,513,183
Periodic gap $ 357,984 $(413,524) $ 527,300 $ ,(6,7889) $ 464,972
Cumulative gap $ 357,984 $ (55,540 $ 471,760 $4i34,972
Cumulative gap as a % of total assets 10.72% {1.66)% 14.13% 1 13.93%

At December 31, 2007, the Company had a liability-sensitive position
with respect to its exposure to interest rate risk maturing or re-pricing within
one year, The total gap re-pricing within one year as of December 31, 2007
was negative $55.5 million, representing a negative one-year gap ratio of
1.66% as compared to a positive gap of $52.8 miflion at December 31,
2008, representing a positive one-year gap ratio of 1.59%. The primary
reason for the change was an increasing depasitor preference for maney
market accounts and short-term certificates of deposit, partially offset
by an increase in floating and adjustable rate loans, particularly
commercial loans. Management does not view the negative one year
gap as presenting unusually high risk potential, although no assurances
can he given that the Company is not at risk from interest rate increase
or decreases.

Net Interest Income Simuiation. Due to the inherent limitations of
gap analysis, the Company also uses simulation models to measure the
impact of changing interest rates on its operations, The simulation model
attempts to capture the cash flow and re-pricing characteristics of the
current assets and liabiliies on the Company's balance sheet.
Assumptions regarding such things as prepayments, rate change
behaviors, level and composition of new balance sheet activity and new
product lings are incorporated into the simulation model. Net interest
income is simulated over a twelve month horizon under a variety of linear
yield curve shifts, subject to certain limits agreed to by ALCO. The
Company uses a base interest rate scenario provided by a third-party
econometric modeling servica.

Net interest income simulation analysis shows a position that is relatively

neutral to interest rates. The net income simulation results are impacted
by expected strong deposit pricing competition which may limit deposit

pricing flexibility in both increasing and decre:asing rate-environments, as
well as a movement toward mare floating or short-term adjustable lpans.
The floating rate loans are indexed to both Prime Rate and the London
Interbank Offered Rate (“LIBOR™. To the exlient that these rates do not
move by the same amount, added basis risk will impact margin.

Actual results may differ from the simulated resuits due to such factors
as the timing, magnitude and frequency of inferest rate changes, changes
in market conditions, management strategies and differences in actual
versus forecasted batance sheet composition and activity. While the net
interest income appears relatively neutral to'rates, a continual flattening
or inversion of the yield curve could result in further margin compression.
Table 5 provides the Company's estimated earnings sensitivity profile
versus the most likely rate forecast as of December 31, 2007. The
Company’s sensitivity profile is generally Consistent with the liability
sensitive position noted in the Interest Rate Sensitivity Schedule. However,
the Company anticipates that strong deposit pricing cempetition will imit
the deposit pricing flexibility in an increasing and particularly in a
decreasing rate environment.

TABLE 5: SENSITIVITY PROFILE

Change in Interest Rates Percentage Change in Net

(Basis Points) Interest Income Year 1
+200 : -0.5%
+100 -0.1%
-100 -0.3%
-200 -0.8%
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Derivative Financial Instruments. The Company utilizes certain
derivative financial instruments to enhance its ability to manage interest
rate risk that exists as part of its ongoing business operations. As of
December 31, 2007, all derivative financial instruments have been
entered into to hedge the interest rate risk associated with the Company's
commercial lending activity. In general, the derivative transactions fall
into one of two types: a bank hedge of a specific fixed-rate ioan or a
hedged derivative offering to a Bank customer. In those transactions in
which the Company hedges a specific fixed-rate loan, the derivative is
executed for perieds and terms that match the related underlying
exposures and do not constitute positions independent of these
exposures. For derivatives offered to Bank customers, the economic risk
of the customer transaction is offset by a mirror position with a non-
affiliated third party.

Fair Value Hedges—interest Rate Swaps. The Company has entered into
interest rate swap arrangements to exchange the payments on fixed-rate
commercial loan receivables for variable-rate payments based on the
one-month LIBOR. The interest rate swaps involve no exchange of
principal either at inception or maturity and have maturities and call
options identical to the fixed-rate Joan agreements. The arrangements
have been designated as fair value hedges. The swaps are carried at
their fair value and the carrying amount of the commercial loans includes
the change in their fair values since the inception of the hedge. Because
the hedging arrangement is considered highly effective, changes in the
interest rate swaps' fair values exactly offset the corresponding changes
in the fair value of the commercial loans and, as a result, the changes in
fair value do not result in an impact on net income.

TABLE 6: CONTRACTUAL CASH OBLIGATIONS

Customer Derivatives, The Company has also entéred into commercial
loan interest rate swaps in order to provide commercial loan clients the
ability to swap from variable to fixed interest rates. Under these
agreements, the Company enters into a variable-rate loan agreement
with a client in addition to a client swap agreement, This swap agreement
effectively swaps the client's variable-rate foan into a fixed-rate. The
Company simultaneously enters into a swap agreement with a third party
in order to offset its exposure on the variable and fixed-rate components
of the customer agreement. As the interest rate swaps with the clients
and third parties are not designated as hedges under SFAS No. 133, the
instruments are marked to market in earnings. As the interest rate swaps
are structured to offset each other, changes in market values will have no
garnings impact.

Financial derivatives involve, to varying degrees, Interest rate, market
and credit risk, For interest rate swaps, only periodic cash payments are
exchanged. Therefore, cash requirements and exposure to credit risk are
significantly less than the noticnal amount.

Disclosures about Contractual Obligations and Commercial
Commitments. Purchase obligations include significant contractual cash
ohligations. Table & provides the Company’s contractual cash obligations
at December 31, 2007. Included in Table 6 are the minimum contractual
obligations under legally enforceable contracts with contract terms that
are both fixed and determinable. The majority of these amounts are
primarily for services, including core processing systems and
telecommunications maintenance.

December 31, 2007 Payments Due by Period
Less than 1t03 4105 After 5
Total 1 Year Years Years Years
Time deposits © $1,050,113 $ 932,004 $105,795 $ 7,838 $ 4478
Long-term debt 353,217 59,899 27,665 31,120 234,533
Leases 42,981 4,624 7,882 6,559 23,916
Purchase abligations (off-halance sheet) 15,400 6,183 7,781 1,436 -
Total contractual cash obligations $1.461,711 $1,002,710 $149,123 $46,953 $262,925

(1) Amount represents the book value of time deposits, excluding the unamortized premiums recorded as a result of the Advantage acquisition in January 2006, and the issuance

of brokered deposits.

Standby letters of credit are conditional commitments issued by the
Company to guarantee the periormance of a customer to a third party.
The guarantees are primarily issued to support private borrowing
arrangements. The credit risk involved in issuing letters of credit is
essentially the same as that involved in extending lpan facilities to
customers. In the event of a draw by the beneficiary that complies with
the terms of the letter of credit, the Company would be required to honor
the commitment. The Company takes various forms of collateral, such
as real estate assets and customer business assets to secure the
commitment, Additionally, all letters of credit are supported by
indemnification agreements executed by the customer. The maximum
undiscounted exposure related o these commitments at December 31,
2007 was $60.3 miltion, and the portion of the exposure not covered by
collateral was approximately $1.2 million. We believe that the utilization
rate of these letters of credit will continue to be substantially less than the
amount of these commitments, as has been our expetience to date.

The Company maintains a reserve for unfunded loan commitments
and letters of credit which is reported in other liabilities in the
Consolidated Statements of Financial Condition. The reserve is an
estimate of the losses inherent with such off-balance sheet commitments
as of the balance sheet date. The methodology used fo determine the
adequacy of this reserve is integrated in the Company's process for
establishing the allowance for ioan losses. The reserve for unfunded loan
commitments as of December 31, 2007 was $360,000. Management
believes this reserve level is sufficient to absorb estimated probable
losses related to these commitments.

The Company is a member of the Visa USA network. On October 3,
2007, Visa completed a restructuring and issued shares of Visa Inc.
common stock to its financial institution members in contemplation of its
initia! public offering {“IPO") anticipated in the first quarter of 2008 { the
“Visa Reorganization”). Visa USA member banks have a contingent
outigation to indernnify Visa, inc. under the Visa USA bytaws for potential
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future settlement of certain litigation. The Company has determined that
its potential indemnification ohligations based on its proportionate share
of ownership in Visa USA is not material at December 31, 2007, The
Company expscts that any proceeds from the anticipated share
redemption from the IPO will exceed its indemnification obligations.

On February 6, 2007, the Board of Directors of the Company
terminated the employment of the Company's President and Chief
Executive Officer. in April 2007, the Company entered into an agreement
that provided for certain terms and conditions of the former President
and Chief Executive Officer's separation from the Company including,
amaong other things, non-compete agreements and a general release
from any claims, rights or causes of action in connection with his
termination of employment or otherwise. The severance agreement

TABLE 7: CONTRACTUAL COMMITMENTS
December 31, 2007

provided for an aggregate cash payment of $1.7 milfion, The total amount
charged to earnings during the first quarter 2007 as a result of this
termination of employment was $1.8 million. This amount included other
severance related charges, including a charge as a result of a change in
terms of the exercisability for certain stock options, continued use of a
company car and payment of certain legal {ees incurred in connection
with the settlement agreement. As of December 31, 2007, $54,000 of
the $1.7 million remalned outstanding, This femaining balance was paid
in-full in January 2008.

Table 7 provides the Company's contractual commitments (see Note 18
of the Notes ta Consolidated Financial Statemets for additional information)
at December 31, 2007.

Amount of Commitment Expiration Per Period

Unfunded Less than 1to3 4t05 After5

Commitments 1 Year Years Years Years

Lines of credit $616,362 $336,252 $32,993 $1,268 $245,849
Commercial standby letiers of credit 60,335 59,017 1,301 17 -
Construction funding 120,197 96,769 21,578 1,850 -
Other commitments 47,308 47,308 - - -
Total contractual commitments $844,202 $539,346 $55,872 $3,135 $245,849

Impact of Inflation and Changing Prices. The consolidated
financia! statements of the Company and notes thereto, presented
elsewhere herein, have been prepared in accordance with GAAP, which
require the measurement of financial condition and operating results
without considering the change in the relative purchasing power of money
over time and due to inflation. The impact of inflation is reflected in the
increased cost of the Compeny's operations. Nearly all the assets and
liabilities of the Company are monetary. As a result, interest rates have a
greater impact on the Company's performance than do the effects of
general levels of inflation. Interest rates do not necessarily move in the
same direction or to the same extent as the price of goods and services.

FINANCIAL CONDITION

The Company's assets ware $3.34 billion at December 31, 2007
compared to $3.33 billion at December 31, 2006. Loans receivable were
up 6.1% to $2.51 billion at December 31, 2007 as compared to
December 31, 2006. The investment portfolio declined $63.5 million, or
12.1%, to $461.6 million at December 31, 2007. Deposits increased
1.2% to $2.70 billion at December 31, 2007 as compared to December
31, 2006, Tota! borrowings decreased $36.4 million, or 22.7%, to $124.2
million at December 31, 2007.

Loans. Loans receivable increased $144.7 million, or 6.1%, to $2.51
billion at December 31, 2006 from $2.37 billion at December 31, 2006.
The overall increase was primarily due to increases in commercial and
industrial loans of $99.6 million, or 5.2%, home equity loans of $32.6
million, or 14.1%, and residential real estate of $11.3 million, or 29.5%.

Organic loan growth, adjusted for approximately $19 million in loans
sold in connection with the sale of a branch and approximately $147
million in prepayments, was approximately 13.1%. Competition for loans
was intense in 2007 across all products and markets and is expected
to continue into 2008. Despite the competitiveness of loar pricing and
terms and conditions, the Company has not compromised its
underwriting credit standards.

The trend of the Company's lending continues to reflect the
diversification of the commercial loan partfolio. As the Company's
marketplace has expanded within the State of New Jersey, likewise, our
commercial lending activities have grown, éspecially in the central and
more recently the northern part of the staté. A significant broad based
deterioration in economic conditions throughout New Jersey, including
the real estate markets, as well as other external factors, could have a
material adverse effect on the loan portfolio and consequently, the
Company’s financial condition, results of operations and cash flows. At
December 31, 2007 and 2006, the Company did not have more than
10% of its total loans outstanding concenitrated in any one category
including, but not limited to, hospitality, entertainment and leisure
industries, and general office space. Loan categories are based upon
borrowers engaged in similar activities who would be similarly impacted
by economic or other conditions.

Table 8 provides selected data relating to the composition of the
Company’s loan portfofio by type of loan and type of security at
December 31, 2007, 2006, 2005, 2004 and 2003.

©)
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TABLE 8: SUMMARY OF LOAN PORTFOLIO

December 31, 2007 2006 2005 2004 2003
Amount % Amount % Amount % Amount % Amount %
Type of Loan:
Commercial and industrial ~ $2,024,728  81.55% $1,925,103 82.28%  $1,732,202 85.42% $1,603,868 B6.80% $1,169,164 85.69%
Home equity 264965 10.67 232,321 993 155,561 767 122,735 6.64 80,292 5.88
Second mortgage 81,063 327 77337 3.3t 53,881 2.66 50,541 2.74 51,531 378
Residential real estate 49,750 2.00 38,418 1.64 30,162 1.49 26,117 1.41 29,785 2.18
Qther 89413 3.60 92,063 394 78,410 3.87 66,497 3.60 51,304 3.76
Less: Loan loss allowance (27,002) {1.09) (25658) {1.10) (22,463) (111 (22,037 (119 (17,614} (1.29)
Met loans receivable $2,482917 100.00% $2,339584 100.00% $2,027.753 100.00%  $1.847721 100.00% $1,364,465 100.00%
Type of Security:
Residential real estate:
1-4 family $ 480927 1937% § 423762 1811% $ 308,792 1523% $ 256,095 13.86% $ 192,786 14.12%
Other 20,986 0.85 21,580 092 17,419 0.86 17,867 0.97 15,079 1.1
Commercial real estate 1,530,705 61.65 1433441 61.27 1,232,472 60.78 1,167,190  63.47 879,694 64.47
Commercial business loans 398,993 16.07 412806 17.65 418,408 2063 358,387  19.40 229,342 16.81
Consumer 58,681 2.36 54,127 2.31 38,492 1.60 36,831 1.99 33,642 2.47
Other 19,627 0.79 19,526 0.84 34,633 1.7% 33,388 1.80 31,536 2.3
Less: Loan loss allowance (27,002) (1.09) (25,658 (1.10) {22,463) (1.11} (22037 (119 (17.614) (1.29)
Net loans receivable $2,482,917 100.00% $2,339,584 100.00% $2,027,753 100.00% $1.847,721 100.00% $1,264,465 100.00%

Many of the Company's commercial and industrial loans have a real
gstate component as part of the collateral securing the accommodation.
Additionally, the Company makes commercial real estate loans for the
acquisition, refinance, improvement and construction of real property. Loans
secured by owner occupied properties are dependent upon the successful
operation of the horrower’s business. If the operating company experiences
difficulties in terms of sales volume and/or profitability, the borrower’s ability
to repay the loan may be impaired. Loans secured by properties where
repayment is dependent upon payment of rent by third-party tenants or the
sale of the property may be impacted by loss of tenants, lower lease rates
needed to atfract new tenants or the inability to sell a completed project in
a timely fashion and at a profit. At December 31, 2007, the Company's
commercial real estate portfolio was $1.53 billion of which $805.9 million,
or 52.6%, were classified as owner occupied and $724.9 million, or 47 4%,
were classified as non-owner occupied.

The Company also ariginates residential construction loans. These are
short-term loans generally for building 1-to-4 family residential properties
and are secured by parcels of land on which the properties are to be
constructed as well as any properties in the process of being constructed.
Upon completion of construction, these loans are typically replaced with
some form of permanent financing. Any slowing of the economy and real
estate market may impact this portfolio as the Company’s ability to
receive payment on these loans may lessen. While the Company has
recently experienced problems with a few residential construction loans
isolated to one bomower, management feels that the Company's
underwriting standards and conservative advance rates will minimize

credit issues in this portfolio going forward. At December 31, 2007, there
were approximatety 90 residential construction loans with outstanding
loan balances of $63.1 million,

Softening residential real estate values have given rise to increased
monitering of the Company's home equity portfolio. While this partfolio
has been performing satisfactorily, during 2007 there was a slight
increase in the delinquency rate for this portfolio. Historically, this portfolio
has performed very well as the Company has offered these products at
conservative advance rates such as maximum 80% loan-to-value ratio for
primary residences and 75% on second homes and investment property.
At December 31, 2007, the Cempany’s home equity portfolio was $265.0
million, or 10.7%, of total outstanding net loans. Management continues
to monitor this portfolio closely.

Another area of concern in the current credit environment is the small
business sector. The Company has realized an increasing trend of charge-
offs over the past several years with its unsecured, credit scored small
business produets. White still offering loan products of this type on a very
limited basis, the Company has tightened extensively the minimum
qualifying credit score requirements and will continue to aggressively
manage this portfolio down. At December 31, 2007, the Company had
$28.8 million of these small business loans,

Table 9 provides the estimated maturity of the Company’s loan portfolio
at December 31, 2007. The table does not include potential prepayments
or scheduled principal payments. Adjustable-rate mortgage loans are
shown based on ¢contractual maturities.
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TABLE 9: ESTIMATED MATURITY OF LOAN PORTFOLIO

Due Within Due After 1 Due After AIIowan?e for

December 31, 2007 1Year Through 5 years 5 years Loan Loss Total
Commercial and industrial $533,043 $664,883 $ 826,802 $(23,170) $2,001,558
Home equity 2,429 1,234 261,302 {2,175) 262,790
Second mortgage 1,467 13,460 66,136 - 81,063
Residential real estate 6,744 112 42,894 (290) 49,460
Other 27,816 14,575 47,022 {1,367 88,046

Total $571,499 $694,264 $1,244,156 $(27,002) $2.,482,917

Table 10 provides the dollar amount of all leans due after
December 31, 2008 which have pre-determined interest rates and
which have floating or adjustable interest rates.

TABLE 10: LOANS GREATER THAN 12 MONTHS

Floating or

Adjustable
December 31, 2007 Fixed-Rates Rates Total
Commercial and industrial ~ $685,448 $ 806,237 $1,491,685
Home equity 20,451 242,085 262,536
Second mortgage 79,596 - 79,596
Residential real estate 40,537 2,469 43,006
Other 53,587 8,010 61,597
Total $879,619 $1,068,801 $1,938,420

See Note 5 of the Notes to Censolidated Financial Statements for
additional information on lbans.

Non-Performing and Problem Assets

Loan Delinquencies. The Company's collection procedures provide for
a fate charge assessment after a commercial foan is 10 days past due,
or a residential morigage loan is 15 days past due. The Company
contacts the borrower and payment is requested. If the delinguency
continues, subsequent efforts are made to contact the borrower. If the
loan continues to be delinguent for 90 days or more, the Company usually
declares the loan to be in default and payment in full is demanded. The
Company will initiate foreclosure proceedings and steps will be taken to
liquidate any collateral taken as security for the loan unless other
repayment arrangements are made. Delinquent loans are reviewed on a
case-by-case basis in accordance with the lending policy.

Sun BanCoRp, INC.

Interest accruals are generally discontinued when a loan becomes 90
days past due or when collection of principal or interest is considered
doubtful. When interest accruals are discontinued, interest credited to
income in the current year is reversed, and interest accrued in the prior
year is charged to the allowance for loan losses. Generally, commercial
loans are charged-off no later than 120 days; delinquent and residential
real estate loans are typically charged-off at 90 days delinquent, unless
the loan is well secured and in the process of collection or other
extenuating circumstances support collection. In all cases, foans must
be placed on non-accrual or charged-off at an earlier date if collection of
principal or interest is considered doubtful.

Non-Performing Assets. Total non-performing assets increased $14.4
million from $15.2 million at December 31, 2006 to $29.6 million at
December 31, 2007. The increase in non-performing assets from 2006
to 2007 was primarily a result of an increase in non-accrual loans which
was primarily a result of two unrelated relationships aggregating $12.0
million which were placed on non-accrual during the second half of 2007.
The Company believes that the loans are well secured and in process of
collection. Non-accruing other Ioans increased $602,000 primarily
relating to unsecured seasoned small business loans. The Company has
realized an increasing trend of charge-offs on these loan products over
the past several years and as a result has tightened its underwriting credit
standards and increased pricing for this product. Interest income that
wolld have been recorded on non-accrual loans, under the original terms
of such loans, would have totaled approximately $1.6 million for 2007.
The ratio of non-performing assets to net loans increased to 1.19% at
December 31, 2007 compared to 0.65% at December 31, 2006.
Management of the Company beligves that al} loans that are past due and
accruing interest are adequately secured and in the process of collection.




Table 11 provides a summary of non-performing assets at December 31,

TABLE 11: SUMMARY OF NON-PERFORMING ASSETS

December 31,

2007, 2006, 2005, 2004 and 2003.

2007 2006 2005 2004 2003

Non-performing loans:
Loans accounted for on a non-accrual basis:
Commercial and industrial
Home equity
Second mortgage
Residential real estate
Other

$23,965 $12,453 $ 8,823 $12,263  $20,308

1,322 1,170 220 208 46
73 109 106 - -
574 273 669 848 1,122
919 37 139 138 92

Total non-accruing loans

26,853 14,322 9,957 13,457 21,568

Accruing loans that are contractuatly past due 90 days or more;

Commercial and industrial 855 250 85 292 125
Home equity - 12 - ~- 47
Second mortgage - - - - -
Residential real estate 330 - 33 373 57
Other 158 36 30 221 19
Total loans 90-days past due 1,343 298 168 886 248

Total non-performing loans 28,196 14,620 10,125 14,343 21,816

Real estate owned 1,449 600 1,449 2,911 4444

Total non-performing assets

$29,645 $15220  $11,574 $17,254  $26,260

Total non-performing loans to net loans receivable

Total non-performing loans to total assets

Total non-performing assets to net loans receivable

Total non-performing assets to total assets

Total allowance for loan losses to total non-performing toans

1.14% 0.62% 0.50% 0.78% 1.60%
0.84% 0.44% 0.33% 0.47% 0.84%
1.19% 0.65% 0.57% 0.93% 1.92%
0.89% .46% 0.37% 0.57% 1.01%

95.77% 175.50%  221.86%  153.64% 80.74%

Potential Problern Loans, At December 31, 2007, there were seven
commercial loan relationships aggregating $37.2 million for which
information exists as to the ability of the borrowers to comply with present
loan repayment terms and have therefore, caused management to place
them on its internally monitored loan list. The classification of these loans,
however, does not imply that management expects losses, but that it
believes a higher level of scrutiny is prudent under the circumstances.
These loans were not classified as non-accrual and were not considered
non-perfarming. Depending upon the state of the economy, future events,
and thelr impact on these borrowers, these loans and others not currently
S0 identified could be classified as non-performing assets in the future.
At December 31, 2007, these loans were current and well collateralized.

Real Estate Owned. Real estate acquired by the Company as a result
of foreclosure and bank property that is not in use is classified as real
estate owned untif such time as it is sold. The property acquired through
foreclosure is carried at the lower of the related loan balance or fair value
of the property based on an appraisal less estimated cost o dispose.
Losses arising from foreclosure are charged against the allowance for
loan losses. Bank property is carried at the lower of cost or fair value less
estimated cost to dispose. Costs to maintain real estate owned and any
subsequent gains or losses are included in operations. Table 12 provides
a summary of real estate owned at December 31, 2007 and 2008.

TABLE 12: SUMMARY OF REAL ESTATE OWNED

December 31, 2007 2006
Commercial properties $ 300 § -
Residential properties 865 600
Bank properties 284 -

Total $1,449 $600

Real estate owned increased $849,000 to $1.4 million at December 31,
2007 as compared to December 31, 2006. The Company added three
properties to the real estate owned portfolio in the amount $849,000.
During the first quarter of 2008, the Company sold the commercial property
and recognized net procesds from the sale of this property of $319,000.
The increase in bank properties was a branch that was closed and
consolidated into another existing branch during 2007 and the Company
is currently negotiating the sale of this branch property. Table 13 provides
an analysis of the activity in real estate owned for the years ended
December 31, 2007 and 2006.

©)
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TABLE 13: ANALYSIS OF REAL ESTATE OWNED

December 31, 2007 2006
Balance, beginning of year $ 600 $1,449
Additions 565 669
Transfer from bank property 284 -
Write-downs - (135)
Sales - (1,383
Balance, end of year $1,449 $ 600

See Note 9 of the Notes to Consolidated Financial Statements for
additional information on real estate owned.

Aflowance for Losses on Loans. The Company's allowance for losses
on loans was $27.0 million, or 1.08%, of loans recelvable at December 31,
2007 compared to $25.7 million, or 1.08%, at December 31, 2006.As a
result of the January 2006 Advaniage acquisition, $1.3 million of additional
allowance for loan losses was assumed. Non-performing loans increased

TABLE 14: ALLOWANCE FOR LOAN LOSSES

to $28.2 million at December 31, 2007 as compared to $14.6 million at
December 31, 2006. The provision for loan losses was $8.4 million for
2007, $3.8 million for 2006 and $2.3 million for 2005. The increase in
provision for loan losses during 2007 had a direct correlation to the
increase in net charges-offs for the same year. Net charge-offs were $7.1
million for the year ended December 31, 2007 as compared to $1.9
million for each of the years ended December 31, 2006 and 2005, The
increase in 2007 net charge-offs was primaril'} due to the deterioration of
several commercial and small businegss loans which resulted in an
increase in net charge-offs to average outstanding loans to 0.29% for
2007 as compared to 0.08% for 2006 and 0.10% for 2005. As noted
earlier, while the Company cannot predict loan losses with certainty,
management expects net loan charge-offs as a percentage of average
loans outstanding to approximate 0.20% in 2008,

Tahle 14 provides information with respect to changes in the
Company's allowance for loan losses for the years ended December 31,
2007, 2008, 2005, 2004 and 2003

Years Ended December 31, 2007 2006 2005 2004 2003
Allowance for loan losses, beginning of year $25,658 $22,463 $22037  $17.614  $16,408
Charge-offs;

Commercial (5,044) {1,838) {1,928) {796) (4,010)

Construction mortgage - (22) (27) ~ -

Mortgage - - - (84) {1)

Other (2,674) (653} (686) {502) {369)

Total charge-offs (7,718) 2,513 (2,641) {1,382 {4,380)

Recoveries:

Commercial 274 377 561 641 700

Construction mortgage 2 - 84 - -

Mortgage - - 8 - -

Other 383 265 104 152 61

Total recoveries 659 642 757 793 761

Net charge-offs (7,059) {1,871) {1,884) (589) (3,619
Purchased allowance resulting from bank acquisition - 1,259 - 2,937 -
Provision for loan losses 8,403 3,807 2,310 2,075 4,825
Allowance for loan losses, end of year $27,002 $25,658  $22.463 | $22,037  $17.614
Net loans charged-off as a percent of average toans outstanding 0.29% 0.08% 0.10% 0.04% 0.28%
Allowance for loan losses as a percent of

total gross loans outstanding 1.08% 1.08% 1.18% 1.27%

Table 15 provides the allocation of the Company’s allowance for foan
losses by loan category and the percent of loans in each category to
loans receivable at December 31, 2007, 2006, 2005, 2004 and 2003.
The portion of the allowance for loan losses allocated to each loan

TABLE 15: ALLOCATION OF ALLOWANCE FOR LOAN LOSSES

110%

category does not represent the total availab,'e for future losses that may
occur within the loan category since the allowance for loan losses is a
valuation reserve applicable to the entire loan portfolio.

December 31, 2007 2006 2005 2004 2003
Amount % Amount % Amount % Amount % Amount %
Allowance for loan losses: '
Commercial and industrial $23,170 85.81% $22,384 87.24% $19850  B8.54% $19,890 90.71% $15,885 a0.19%
Residential real estate 200 1.07 174 068 258 .10 191 0.87 247 1.40
Home equity @ 2,175 8.06 1,937 7.55 1,006 448 739 3.3 483 2.74
Other 1,367 5.06 1,163 4,53 1,309 5.83 1117 5.07 999 5.67
Totat allowance for
lpan losses $27,002 100.00% $25,658 100.00% $22463  100.00% $22,037 100.00% $17.614  100.00%
{1) Amount includes both home equily and secend morigages.
Sun Bancorp, Inc.



See ‘Note 6 of the Notes to Consolidated Financial Statements for
additional information on the allowance for loan logses.

Investment Securities. Investment securities available for sale and
held to maturity decreased $62.6 million, or 12.3%, from $507.4 million
at December 31, 2006 to $444.8 million at December 31, 2007. During
2007, the Company continued its strategy of redeploying maturing
securities into its higher yielding loan portfolio and will continue this
reinvestment strategy in 2008. The estimated average life of the
investment portfolio at December 31, 2007 was 7.1 years with an
estimated modified duration of 3.4 years. The reinvestment strategy for
2008 is expected to increase portfolio yield and increase both the
estimated average life and the duration of the partfolio.

TABLE 16: SUMMARY OF INVESTMENT SECURITIES

The Company's investment policy is established by senior
management and approved by the Board of Directors. It is based on asset
and liability management goals and is designed to provide a portfolio of
high quality investments that optimizes interest income within acceptable
limits of risk and liquidity,

Table 16 provides the estimated fair value and amortized cost of the
Company’s portfolio of investment securities at December 31, 2007,
2006 and 2005, For all debt securities classified as available for sale, the
carrying value is the estimated fair value.

December 31, 2007 2006 2005
Net Net Net
Unrealized Estimated Unrealized Estimated Unrealized Estimated
Amortized Gains Fair Amortized (Losses) Fair Amortized (Losses) Fair
Cost {Losses) Value Cost Gains Value Cost Gains Value
Available for sale;
U.S. Treasury obtigations $14975 $ 77 § 15052 29956 $ (39 $ 29917 $ 59,237 § (145 $ 50,092
U.S. Government agencies and
mortgage-backed securities 298,686 (794) 297,892 372,864 (6,122) 366,742 596,823 (11,142) 585681
State and municipal gbligations 72,798 {76) 72,722 683,211 106 63,317 28,050 (156) 27,894
Other securities 40,919 (780) 40,139 21976 - 21,976 3,963 - 3,963
Total available for sate
investment securities $427,378  $(1,573} $425,805 $488,007  $(6,055) $481,952 $688,073 §(11,443) $676,630
Held to maturity:
Mortgage-backed securities $18965 § (210) $% 18,755 $ 24691 § (595 $§ 24,096 $32445 5§ (711) § 31,734
Other securities - - - 750 - 750 - - -
Total held to maturity
investment securities $18965 $ {210) $ 18,755 $ 25441 § (505) § 24846 $ 32445 § (711) & 31,734

Table 17 provides the gross unrealized losses and fair value at December 31, 2007, aggregated by investment category and length of time the

individual securities have been in a continuous unrealized loss position.

TABLE 17: ANALYSIS OF GROSS UNREALIZED LOSSES BY INVESTMENT CATEGORY

December 31, 2007 Less than 12 Months 12 Months or Longer Total
’ Gross Gross Gross
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value  Losses Fair Value Losses Fair Value Losses

U.S. Government agencies and

martgage-backed securities 328553 § (117 $162,073  $(1.723) $190,626  $(1,840)
State and municipal cbligations 26,366 {289) 10,650 {151) 37,016 {440)
Other securities 17,001 {v80) - - 17,001 {780)
Total $71920  $(1,186) $172723  $(1,874) $244643 (3,060
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At December 31, 2007, 99.9% of the gross unrealized losses in the
security portfolio were comprised of securities issued by U.S. Government
agencies, U.S. Government sponsored agencies and other securities rated
investment grade or better by at least one bond credit rating service.
Management believes the unrealized losses are due to increases in
market interest rates over yields since the time the underlying securities
were purchased. Recovery of fair value is expected as the securities
approach their maturity date or if valuations for such securities improve
as market yields change. Management cansiders the length of time and
the extent to which fair value is less than cost, the credit worthiness and
near-term prospects of the issuer, among other things, in determining
the nature of the decline in market value of the securities. As the
Company has the intent and ability to retain the investment in the issuer
for a period of time sufficient to allow for a recovery of amortized cost,
which may be maturity, no decline is deemed to be other-than-temporary.
At December 31, 2007, the gross unrealized loss in the category 12

TABLE 18: MATURITY DISTRIBUTION OF INVESTMENT SECURITIES

months or longer of $1.9 million consisted of 70 securities having an
aggregate unrealized loss of 1.1% of the amortized cost. The securities
represented Federal Agency, U.S. Government agency and U.S.
Government sponsored agency issues and 20 securities currently rated
AA or better by at least one bond credit rating service. At December 31,
2007, securities in a gross unrealized loss position for less than 12
months consisted of 77 securities having an aggregate unrealized loss
of 1.6% of the amortized cost.

Expected maturities of individual securities will differ from contractual
maturities because borrowers may have the right to call or prepay
obligations with or without call or prepayment penaties. Table 18 provides
an estimated maturity summary with the carrying values and weighted
average yields on the Company's pertfelio of investment securities at
December 31, 2007. The investment securities are presented in the table
based on current prepayment assumptions. Yields on tax-exempt
obligations have been calculated on a tax-eq’uivalent basis.

December 31, 2007 1 Year or Less 1to 5 Years 5 to 10 Years More than 10 Years Total
Carrying Carrying Carrying Carrying ' Carrying
Value Yield Value Yield Value Yield Value Yield Value Yield
Available for sale: '
LS. Treasury obligations $ 15052 4.89% $ - -% 5 - =% 3 - % $ 15052  4.8%%
U.S. Government agencies
and mortgage-backed
securities 129,291 3.50 53014 443 76567 553 39,020 5.78 297,892 449
State and municipal obligations 13,706 5.00 14,922 5.70 9119 602 34,975 5.92 72722 57
Other securities 2610 425 500 5.28 - - 37,029 7.32, 40,139 7.10
Total available for sale
investment securities  $160,859  3.77% $68436 4.71% $85,686 5.58% $111,024 6.34% $425,805  4.96%
Held to maturity;
Mortgage-backed securities $ - -% $18,130  413% § 835 462% 5 - % $ 18965  4.15%
Total held to maturity _
investment securities  $ - -% $18,130 4.13% $ 83 462% 3 - % $ 18965 4.15%

See Note 4 of the Notes to Consolidated Financial Statements for
additional information on investment securities.

BOLI, During 2007, BOLI increased $15.1 million to $72.5 million at
December 31, 2007 as a result of the purchase of an additional $12.7
million of BOLI as well as an increase of $2.4 million in the cash surrender
value of the policies, which is included in non-interest income in the
Consolidated Statements of Operation. During the fourth quarter of 2007,
the Company converted $37.3 million of the existing general account
BOLI to a new separate account. The BOLI separate account is invested
in a mortgage-backed securities fund, which is managed by an
independent investment firm. Pricing volatility of these underlying
investments may have an impact on investment income; however, these
fluctuations would be partially mitigated by a stable value wrap
agreement which is a companent of the separate account. The net
conversion cost for this transaction resuited in the recognition of
$301,000 in BOL income and $416,000 in federal income 1ax expense.

Deposits. Deposits at December 31, 2007 totaled $2.70 billion, an
increase of $31.1 million, or 1.2%, over the December 31, 2006 balance
of $2.67 billion. Organic deposit growth, adjusted for approximately $40
million in deposits sold in connection with the sale of three branches
during the first quarter 2007, was approximately 2.7%. Core deposits,
which exclude all certificates greater than $100,000, represented 86.1%

and 87.8% of total deposits at December 31, 2007 and 2006,
respactively. During 2007, the economic and competitive environments
continued the pricing pressure on the Corpany's deposit rates. The
Company has experienced a shift in the composition of deposits with a
decline in demand deposits and an increase in higher cost time deposits.

The Company will rely primarily on deposit growth supplemented with
wholesale borrowings to support its loan funding during 2008.

Table 19 provides a summary of deposits at December 31, 2007,
2006 and 2005.

TABLE 19: SUMMARY OF DEPOSITS

December 31, 2007 2006 2005
Demand deposits $1,192,785 $1,204,140 $1,416,651
Savings deposits 456,241 412,973 386,821
Time deposits

under $100,000 674,671 634,350 443535
Time deposits

$100,000 or more 375,394 326,534 224,641

Tatal $2,699,001

i$2.667,997 $2,471,648
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Consumer and commercial deposits are attracted principally from within
the Company’s primary market area through a wide compliment of deposit
products that include checking, savings, money market, certificates of
deposits and individual retirement accounts. The Company continues to
operate with a core deposit relationship strategy that values the importance
of building a long-term stable relationship with each and every customer,
The relationship pricing strategy rewards customers that establish core
accounts and maintain & certain minimum threshold account balance.

TABLE 20: DISTRIBUTION OF DEPOSITS

Management regularly meets to evaluate internal cost of funds, to analyze
the competition, to review the Company's cash flow requirements for
tending and liquidity and executes any appropriate pricing changes when
necessary. The Company does not solicit funds outside the states of New
Jersey, Defaware and Pennsylvania,

Tabte 20 provides the distribution of total deposits between core and
non-core at December 31, 2007, 2006 and 2005.

December 31, 2007 2006 2005
Amount % Amount % Amount %
Core deposits $2,323,697 86.1%  $2,341463 87.8% $2,247 007 90.9%
Time deposits $100,000 or more 375,394 13.9 326,534 12.2 224,641 9.1
Total deposits $2,699,091 100.0%  $2,667,997 100.0% $2,471,648 100.0%
Table 21 provides a summary of certificates of deposit of $100,0000r  TABLE 23: SUMMARY OF FHLB BORROWINGS
more by remainin turi er 31, 2007.
y n g ma urtty a Decemb ' At or for the Years Enced
December 31, 2007 2006 2005
TABLE 21: CERTIFICATES OF DEPOSIT OF $100,000 OR MORE FHLB convertible rate advances
outstanding at year end $ - $25000  $25000
December 31, 2007 Amount Interest rate 4t year end %  6.49% 6.49%
Three months or less $183,525 Approximate average amount
Qver three through six months 94 525 outstanding during the year $ 9580 $25000 $25000
; Approximate weighted average
g:g; IS\::(BEU;O;%\?WN\;BIVB months ;g’ggg rate during the year 6.35%  6.49% 6.49%
Total $375,394 FHLB term amortizing advances
autstanding at year end $13,483 820,360  $41,346
] : : : Weighted average interest
Sfa}a Notle 11 of.the Notes to' Consolidated Financial Statements for (ate at year end 454%  450% 4.36%
additional information on deposits. Approximate average amount
Borrowings. Borrowed funds, excluding federal funds purchased and A OUTS?'&HTHG d'Ufrl]?gdlhe year $15,904 $30,003 $50,771
debentures held by trusts, decreased $36.4 million to $124.2 million at pproximate weighted average .
December 31, 2007, from $160.6 million at December 31, 2006. The fate during the year 459%  4.52% 4.34%
Company utilized cash flows primarily from internal deposit growth t0  FHLS term non-amortizing advances
repay these borrowings. outstanding at year end $50,000 $58200  $58,200
, . . Weighted average interast
Table .22 provides the maximum month end amount of borrowings by rate at year end A71%  3.87% 3.87%
type dUI’mg ihe yearS Bnded December 31 . 2007 aﬂd 2006. Appmximate average amount
outstanding during the year $53505 $58200  §58,200
A imate weighted average
TABLE 22: SUMMARY OF MAXMUM MONTH END BORROWINGS p?;?: I(;Tﬁing theg year ’ 378%  3.87% 3.71%
Years Ended December N, 2007 2006 FHLB repurchase agreements
FHLB advances $101,308  $122,831 outstanding at year end $15000 $ - $60,000
FHLB repurchase agreements $ 15000  $115,000 wee'l%zg mrage interest rate .84% a0
FHLB overnight line of credit $ - $ 33,000 Approximate average amount ’ '
Federa! funds purchased $ 30,000 $ 32,000 outstanding during the year $ 6370 $27.589  $23,469
Repurchase agreements with customers $ 51,599 $ 61,763 Approximate weighted average
rate during the year 4.85% 4.66% 3.01%

Table 23 provides information regarding FHLB advances and FHLB
repurchase agreements, interest rates, approximate weighted average
amounts outstanding and their appreximate weighted average rates at or
for the years ended December 31, 2007, 2006 and 2005.
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Table 24 provides information regarding securities sold under
agreements to repurchase with customers, interest rates, approximate
average amounts outstanding and their approximate weighted average
rates at December 31, 2007, 2006 and 2005.




TABLE 24: SUMMARY OF SECURITIES SOLD UNDER
AGREEMENTS T0 REPURCHASE WITH CUSTOMERS

At or for the Years Ended
December 31, 2007 2006 2005
Balance at year end $40,472 $51,740  $59,021
Weighted average interest

rate at year end 3.60%  4.60% 351%
Approximate average amount

outstanding during the year $44.213  $45726  $76,894
Approximate weighted average

rate during the year 4.44% 4.34% 261%

Deposits are the primary source of funds for the Company's lending
activities, investment activities and general business purposes.
Should the need arise, the Company has the ability to access
lines of credit from various sources including the Federal Reserve
Bank, the FHLB and various other correspondent banks. In
addition, on an overnight basis, the Company has the ability to
setl securities under agreements to repi;rchase.

See Notes 12 and 13 of the Notes to Consolidated Financial
Statements for additional information on borrowings.

Junior Subordinated Debentures Held by Trusts that Issued
Capital Debt. Table 25 provides a summary of the outstanding
capital securities issued by each Issuer Trust and the junior
subordinated debenture issued by the Company to each Issuer Trust
as of December 31, 2007.

TABLE 25: SUMMARY OF CAPITAL SECURITIES AND JUNIOR SUBORDINATED DEBENTURES

December 31, 2007 Capital Securities

Junior Subordinated Debentures

Issuance Stated Principal | Redeemable
Issuer Trust Date Value Distribution Rate ~ Amount Maturity Beginning
Sun Capital Trust V December 18,2003  $15,000  3-mo LIBOR plus 2.80%  $15,464  December 30, 2033  December 30, 2008
Sun Capital Trust V! December 19, 2003 25,000  3-mo LIBOR plus 2.80% 25,774 January 23,2034 January 23,2009
CBNJ Trust I December 19, 2002 5000  3-mo LIBOR plus 3.35% 9,155 January 7, 2033 January 7, 2008
Sun Statutory Trust VIl January 17, 2006 30,000 6.24% Fixed 30,928 March 15, 2036 March 15, 2011
Sun Capital Trust VIl April 19, 2007 10,000 6.428% Fixed 10,310 June 30, 2042 June 30,2012
Sun Capital Trust VI July 5, 2007 10,000  3-mo LIBOR plus 1.39% 10,310 October 1, 2037 October 1,2012

$95,000 $97,941 |

in April 2007, the Company called the $20.0 million of outstanding
capital securities of Sun Capital Trust I contemporaneously with the
redemptien of the Sun Capital Trust Ill debentures. At the time of the call,
the Company recognized a write-down of approximately $541,000 of
unamontized debt issuance costs. In addition, in April 2007, the Company
issued $10.0 million of new capital securities (Sun Capital Trust VI}) of which
the annual rate will be fixed at 6.428% untit April 2012. The proceeds from
the issuance of $10.0 million ware used in part to redeem the $20.0 millicn
of previously issued capital securities {Sun Capital Trust 11l).

In July 2007, the Company called the $10.0 million of outstanding
capital securities of Sun Capital Trust IV contemporaneously with the
redemption of the Sun Capital Trust IV debentures. At the time of the call,
the Company recognized a write-down of approximately $250,000 of
unamortized debt issuance costs, In addition, in July 2007, the Company
issued an additional $10.0 million of new capital securities (Sun Capital
Trust Vil of which the variable interest resets quarterly and is equal to the
three-month LIBOR plus 1.39%. The proceeds from the issuance of the
$10.0 million were used to redeem the $10.0 million of previously issued
capital securities (Sun Capital Trust V).

In January 2008, the Company called the $5.0 million outstanding
capital securities of CBNJ Trust | contemparaneously with the redemption
of CBNJ Trust | debentures.

Other Liabilities., Other liabilities decreased $21.5 million to $25.0
million at December 31, 2007 from $46.5 million at December 31, 2006.
This decrease was primarity a result of the settiement of the $27.8 million
purchase of investment securities from December 31, 2006. The
Company did not have any unsettled purchages of investment securities
at December 31, 2007.

FORWARD-LOOKING STATEMENTS

The Company may from time to time make written or oral “forwarg-
looking statements” including statements coritained in this annual report
and in other communications by the Compahy which are made in good
faith pursuant to the “safe harhor" provisions of the Private Securities
Litigation Reform Act of 1995. These forward-looking statements, such as
statements of the Company's plans, objectives, expectations, estimates
and infentions, involve risks and uncertalntle and are subject to various
important factors, some of which are beyowd the Company’s control,
including interest rate fluctuations, changes in financial services' laws and
requlations, and competition, and which could cause the Company’s actua!
results to differ materially from the forward- looking statements. The -
Company dogs not undertake, and spemflcally disclaims any obfigation, to
update any forward-lcoking statement, whether written or oral, that may be
macle from time to time by or on behalf of the Company.
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MANAGEMENT'S ANNUAL REPORT oN INTERNAL CoNTROL OVER FINANCIAL REPORTING

Management of the Company is respansible for establishing and maintaining adequate internal control over financial reporting, as such term is defined
in Securities Exchange Act of 1934 Rules 13(a}- 15(f). The Company's internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with U.S.
generally accepted accounting principles.

Management, including the chief executive officer and chief financial officer, conducted an evaluation of the effectiveness of the Company’s internal
control over financial reporting based on the framework in infernal Controi—integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission. Because management’s assessment was also conducted to meet the reporting requirements of Section 112 of the
Federal Deposit Insurance Corporation Improvement Act (FDICIA), management's assessment of the Company's internal control over financial reporting
also included controls over the preparation of the schedules equivalent to the basic financial statements in accordance with the instructions for
Consolidated Reports of Condition and Income for Schedules RC, R, RI-A. Based on our evaluation under the framework in internal Controi~integrated
Framework, we concluded that the Company's internal control over financial reporting was effective as of December 31, 2007.
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RePoRT oF INDEPENDENT REGISTERED PuBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Sun Bancorp, Inc.
Vineland, New Jersey

We have audited the internal control over financial reporting of Sun Bancorp, Inc. and subsidiaries (the “Company”) as of December 31, 2007, based
on criteria established in interal Control~integrated Framework issued by the Committee of Sponsoring Qrganizations of the Treadway Commission.
Because our audit was conducted to meet the reporting requirements of Section 112 of the Federal Deposit Insurance Corporation Improvement Act
(FDICIA), our audit of the Company's internal contro! over financial reporting included controls over the preparation of the schedules equivatent to the
hasic financial statements in accordance with the instructions for Consolidated Reports of Condition and Income for Schedules RC, RI, RI-A. The
Company’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control aver financial reporting, included in the accompanying Management’s Annual Report on Internat Control Over Financial Reporting.
QOur responsibility is to express an opinion on the Company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in
all material respects. Our audit included obtaining an understanding of internal controt over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company's principal executive and
principal financial officers, or persons performing simifar functions, and effected by the company's board of directors, management, and other personne
to provide reasonable assurance regarding the reliability of financiai reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company's internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the company; (2) provide reasorable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company’s assets that coufd have a material effect on the financial statements,

Because of the inherent limitations of internal control aver financial reporting, including the possibility of coflusion or improper management override
of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any evaluation of the
effectiveness of the internal control aver financial reporting to future periods are subject to the risk that the controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2007, based
on the criteria established in infernal Control—integrated Framework issued by the Committee of Spansoring Organizations of the Treadway Commission.

We have not examined and, accordingly, we do not express an opinion or any other form of assurance on management’s statements referring to
compliance with laws and regutations.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
financial statements as of and for the year ended December 31, 2007, of the Company and our report dated March 17, 2008, expressed an unqualified
opinian on those financial statements and included an explanatory paragraph regarding the adoption of the provisions of Statement of Financial
Accounting Standards No. 123(R), Share-Based Payment, on January 1, 20086.

me;’ﬁm LLp

Philadelphia, PA
March 17, 2008
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RepoRrT oF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of
Sun Bancorp, Inc.
Vinetand, New Jersey

We have audited the accompanying consolidated balance sheets of Sun Bancorp, Inc. and subsidiaries {the “Company”) as of December 31, 2007
and 2006, and the related consofidated statements of Income, shareholders’ equity, and cash flows for each of the three years in the period ended
December 31, 2007. These financial statements are the responsibility of the Company’s management. Our respansibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial condition of Sun Bancorp, Inc. and
subsidiaries as of December 31, 2007 and 2006, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 2007, in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note 2 to the consolidated financial statements, on January 1, 2006, the Company adopted the provisions of Statement of Financial
Accounting Standards No. 123(R), Share-Based Payment.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the Company’s internat
control over financtal reporting as of December 31, 2007, based on the criteria established in internal Control~integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 17, 2008, expressed an unqualified opinion on the
Company's internal control over financial reporting.

. {
DM 7 ﬁaj.& LLp
{
Philadelphia, PA
March 17, 2008
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Sun Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF FINANCIAL GONDITION

{Dollars in thousands, except par value amounis}

December 31, 2007 2006
ASSETS '
Cash and due from banks $ 81479 § 7499

Interest-earning bank balances
Federal funds sold

2,380 48,066
2,654 47,043

Cash and cash equivalents

Investment securities available for sale (amortized cost of $427,378 and
$488,007 at December 31, 2007 and 2006, respectively)

Investment securities held to maturity {estimated fair value of $18,755 and
$24,846 at December 31, 2007 and 2006, respectively)

Loans receivable (net of allowance for loan losses of $27,002 and
$25,658 at December 31, 2007 and 2006, respectively)

Restricted equity investments

Bank properties and equipment, net

Real estate owned, net

Accrued interest receivable

Goodwill

Intangible assets, net

Deferred taxes, net

Bank owned life insurance (BOLI)

Other assets

86,513 170,100

425,805 481952

18,965 25,441
2,482,917 2,339,584
16,869 17,729
48,118 42,292
1,449 600
15,018 17,419
127,804 128,117
23,479 28,570
3,169 3,939
72,487 57,370
15,709 12,450

Total assets

$3,338,392  $3,325,563

LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES

Deposits

Federal funds purchased

Securities sold under agreements to repurchase—customer
Advances from the Federal Home Loan Bank (FHLB)
Securities sold under agreements to repurchase-FHLB
QObligation under capital lease

Junior subordinated debentures

QOther lighitities

$2,609091  $2,667,997
30,000 -
140,472 51,740
63,483 103,560
15,000 -
5,258 5,322

97,941 108,250
24,970 46,467

Total liabilities

2976,215 2,983,336

Commitments and contingencies (see Note 18)

SHAREHOLDERS' EQUITY
Preferred stock, $1 par value, 1,000,000 shares authorized, none issued

Common stock, $1 par value, 50,000,000 shares authorized; 22,722,655 shares issued and
21,712,132 shares outstanding at December 31, 2007; 20,507,549 shares issued and

outstanding at December 31, 2006
Additional paid-in capital
Retained earnings
Accumulated other comprehensive l0ss
Treasury stock at cost, 1,010,523 shares at December 31, 2007

22,723 20,508
336,668 304,857
20,338 20,794
(1,027} (3.932)
(16,525) -

Total sharehclders’ equity

362,177 342,227

Total liabilities and shareholders' equity

See Notes to Consolidated Financial Statements.
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Sun Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOME

(Dollars in thousands, except share and per share amounts)

Years Ended December 31, 2007 2006 2005
INTEREST INCOME
Interest and fees on loans $174,427 $160,876 $125,156
Interest on taxable investment securities 17,741 19,195 24,689
Interest on non-taxable investment securities 2,818 1,564 1,378
Dividends on restricted equity investments 1,112 1,143 B34
Interest on federal funds sold 1,725 1172 1172
Total interest income 197,823 183,950 153,229
INTEREST EXPENSE
Interest on deposits 84,252 66,892 41,427
interest on funds borrowed 6,267 9,571 9,122
Interest on junior subordinated debt 8,468 8,409 5,165
Total interest expense 98,987 84,872 55,714
Net Interest income 98,836 99,078 97,515
PROVISION FOR LOAN LOSSES 8,403 3,807 2,310
Net interest income after provision for loan losses 90,433 95,271 95,205
NON-INTEREST INCOME
Service charges on deposit accounts 13,687 11,117 8,957
Other service charges 307 311 279
Net gain on sale of branches 1,443 - -
Net gain (loss) on sale of bank property and equipment 12 (330) 42
Net (loss) gain on sale of investment securities - {21} 773
Gain on sate of loans 1,689 1,127 989
Gain on derivative instruments 1,567 1,178 1,462
BOLlincome 2,427 1,743 1,648
Other 5,023 4,621 4138
Total non-interest income 26,155 19,746 18,288
NON-INTEREST EXPENSE '
Salaries and employee benefits 45,432 45,079 42,627
Occupancy expense 11,491 12,136 11,380
Equipment expense 7,172 7,926 7,762
Data processing expense 4,249 4,283 4119
Amortization of intangible assets 4,714 4,767 4,499
Insurance expense 2,119 1,333 1,124
Advertising expense 1,856 1,683 1,631
Real estate owned expense, net 103 238 {48)
Other 11,827 11,948 11,566
Total non-interest expense 88,963 89,393 84,660
INCOME BEFORE INCOME TAXES 27,625 25,624 28,833
INCOME TAXES 8,273 8,350 9312
NET INCOME $ 19,352 $ 17,274 $ 19,521
Basic earnings per share $ 089 $ 08 $ 0.98
Dituted earnings per share $ 086 3 077 $ 092
Weighted average shares—basic 21,790,793 21,280,113 20,015,431
Weighted average shares—diluted 22,595,983 22,384,038 21,344,286

See Notes to Consolidated Financial Statements.
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Sun Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

{Dollars in thousands)

Accumulated
Additional Other
Common Paid-In Retained  Comprehensive Treasury
Stock Capital Eamings (Loss) Income Stock Total
BALANCE, JANUARY 1, 2005 $17,205 $244,108 $21,718 $(2,765)  $ (1,046} $279,220
Comprehensive income:
Net income - - 19,521 - - 19,521
Unrealized loss on securities available for
sale net of reclassification adjustment,
net of tax (See Note 2) - - - (4,660) - (4,660)
Comprehensive income 14,861
Exercise of stock options 148 (1,088) - - - (940)
Excess tax benefit related to slock options - 1,437 - - - 1,437
Issuance of common stock 45 858 - - - 903
Stock dividends Iza 18,657 {20,474) - 1,046 -
Stock-based compensation - 180 - - - 180
Cash paid for fractional interests
resulting from stock dividend - - (8) - - (8)
BALANCE, DECEMBER 31, 2005 $18,169 $264,152 $20,757 $(7.425 % - $295,653
Comprehensive income: '
Net income - - 17,274 - - 17,274
Unrealized loss on securities available for
sale net of reclassification adjustment,
net of tax (See Note 2) - - - 3,493 - 3,493
Comprehensive income 20,767
Exercise of stock options 473 2,400 - - - 2873
Excess tax benefit related to stock options - 1,478 - - - 1,478
Issuance of common stock 64 1,123 - - - 1,187
Common stock issued in acquisition 832 16,997 - - - 17,829
Stock options exchanged in acquisition - 1,954 - - - 1,954
Stock dividends 970 16,247 (17,217 - - -
Stock-based compensation - 506 - - - 506
Cash paid for fractional interests
resulting from stock dividend - - (20 - - {20}
BALANGE, DECEMBER 31, 2006 $20,508 $304,857 $ 20,794 $3932 | § - 3342227
Comprehensive income: '
Net income - - 19,352 - - 19,352
Unrealized gain on securities available for
sale net of reclassification adjustment,
net of tax (See Note 2) - - - 2,905 - 2,905
Comprehensive income 22,257
Exercise of stock options 1,106 8,981 - - - 10,087
Excess tax benefit related to stock options - 2,447 - - - 2,447
Issuance of common stock 68 1,119 - - - 1,187
Stock dividends 1,032 18,758 (19,790) - - -
Steck-based compensation 9 506 - - - 515
Cash paid for fractional interests
resulting from stock dividend - - (18) - - (18)
Treasury shares purchased - - - - (16,525)  (16,525)
BALANCE, DECEMBER 31, 2007 $22,723 $336,668 $20,338 $(1,027) $(16,525) $362,177
See Notes to Consclidated Financial Statements,

SUN Bancomp, INC.




Sun Bancorp, Inc. and Subsidiaries
CoNSOLIDATED STATEMENTS OF CasH FLows

{Dollars in thousands}
Years Ended December 31, 2007 2006 2005
OPERATING ACTIVITIES
Net income $ 19,352 $ 17,274 $ 19,521
Adjusiments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 8,403 3,807 2,310
Depreciation, amortization and accretion 9,735 9,005 8,920
Write-down of book vatue of bank properties and equipment and real estate ownad 38 189 62
Loss {gain) on sale of investment securities available for sale - 21 (T3
Net gain on sale of branches (1,443) - -
Net (gain) foss on sale of bank properties and equipment {12) 330 (42)
Loss (gain} o real estate owned - 46 (198)
Gain on sale of loans {1,689) (1,127) (0B9)
Increase in cash value of BOL {2,427) (1,743) (1,648)
Deferred income taxes (807) 929 175
Stock-based compensation i 515 938 Fah
Excess tax benefits related to stock options {2,447} (1,724) -
Shares contributed to employee benefit plans 529 637 223
Loans originated for sale {72,806} (67,784) 71,117)
Proceeds from the sale of loans 77,518 66,448 66,929
Change in assets and liabilities which (used) provided cash;
Accrued interest receivable (1,128) (1.515) {2,629
Other assets 6 (646) {383
Other liabilities 7,119 2,184 7,720
Net cash provided by operating activities 40,799 27,269 28,792
INVESTING ACTIVITIES
Purchases of investment securities available for sale (258,926) (249,732) {253,636)
Purchases of investment securities held to maturity - (500) -
Redemption (purchase) of restricted equity securities 860 2,464 (4,586)
Redemption of investment in capital securities 929 - -
Preceeds from maturities, prepaymenis or calls of invastment securities available for sale 292,098 505,102 363,392
Proceeds from maturities, prepayments or calls of investment securities held to maturity 5,686 7,701 10,518
Proceeds from sale of investment securities available for sale - 25,449 27,185
Net increase in lpans (172,407) (210,980 (177,165)
Purchase of bank properties and equipment (11,587) (3,036) (10,185)
Proceeds from sale of bank properties and equipment 12 - 193
Net purchase of BOLI policies (12,690) - {6,800)
Proceeds from sale of real estate owned - 1,337 1672
Net decrease in cash realized from acquisitions or sales (19,044) {(15,11) -
Net cash (used in} provided by investing activities {175,069) 62,704 49,412)
FINANCING ACTIVITIES
Net increase in deposits 71,375 48,335 41,285
Net repayments under line of credit and repurchase agreements (6,409) (88,345) (10,743)
Net proceeds from exercise of stock options 10,087 2,873 497
Excess tax benefits retated 1o stock options 2,447 1724 -
Proceeds from issuance of junior subordinated debt 20,620 30,000 -
Redemption of junior subordinated debt (30,929) - -
Payments for fractional interests resulting from stock dividend (18) 20 &
Proceeds from issuance of commen stock 35 98 149
Treasury stock purchased (16,525) - -
Net cash provided by (used in) financing activities 50,683 (5,335) 31,180
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (83,587) 84,638 10,560
CASH AND GASH EQUIVALENTS, BEGINNING OF YEAR 170,100 85,462 74,902
CASH AND CASH EQUIVALENTS, END OF YEAR $ 86513 $170,100 $ 85,462
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Interest paid $ 98,244 $ 79,679 $ 54,341
Income taxes paid 7,439 7,425 7,974
SUPPLEMENTAL DISCLOSURE OF NON-CASH ITEMS
Transfer of loans or bank properties to real estate owned $ 849 $ 669 $ 32
Commitments to purchase investment securities - 27,750 -
Write-off of debt issuance costs N - -
Net assets acquired and purchase adjustments in bank acquisition - 34,884 -
Value of shares issued in acquisition - 17,829 -
Fair value of options exchanged in bank acquisitions - 1,854 -

See Notes to Consolidated Financial Statements.
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Sun Bancorp, Inc. and Subsidiaries
Notes T0 CONSOLIDATED FINANGIAL STATEMENTS

{All dofiar amounts presented in the tables, except per share amounts, are in thousands)

1. NATURE OF QPERATIONS

Sun Bancorp, Inc. (the “Company"} is registered as a hank holding
company under the Bank Holding Company Act of 1956, as amended.
The Campany Is the parent company of Sun National Bank (the “Bank™),
a national bank and the Company’s principal wholly owned subsidiary.
The Bank's wholly owned subsidiaries are Med-Vine, inc., Sun Financial
Services, L.L.C., 2020 Properties, L.L.C., Sun Home Loans, Inc. and
Del-Ving, Inc.

The Company's principal business is to serve as a helding company for
the Bank. The Company is in the: business of attracting customer deposits
through its Community Banking Centers and investing these funds,
together with borrowed funds and cash frem operations, in loans,
primarily commercial real estate, small business and non-real estate
loans, as well as mortgage-backed and investment securities. Med-Vine,
Inc. is a Delaware holding company whose principal business Is investing
in securities. Med-Vine, Inc. holds a portion of the Company's investment
portfolio. The principal business of Sun Financial Services, L.L.C. is to
provide annuities and insurance products in the Company's Community
Banking Centers through a contract with a third-party licensed insurance
agent. The principal business of 2020 Properties, L.L.C. is to acquire
certain loans, judgments, real estate and other assets in satisfaction of
debts previously contracted by the Company. Sun Home Loans, Inc.
originates residential mortgages through dedicated lean originatars
utilizing the Company’s existing branch networks as well as generating
business through non-customers. Del-Vine, Inc., a Delaware company,
began operations during the second quarter of 2007. Del-Vine, Inc.
invests in a portion of the Company's loan portfolio. The Company’s
various capital trusts, collectively, the “Issuing Trusts” are presented on
a deconsolidated basis. The Issuing Trusts, consisting of Delaware
business trusts and one business trust operating in Connecticut, hold
junior subordinated debentures issued by the Company.

The Company and the Bank have their administrative offices in
Vineland, New Jersey. As of December 31, 2007, the Company had 70
Community Banking Centers located throughout central and southern
New Jersey and New Castle County, Delaware. The Company's
outstanding common stock is traded on the NASDAQ Stock Market
under the symbol “SNBC.” The Company is subject to reporting
requirements of the Securities and Exchange Commission (the “SEC™).
The Bank’s primary regulatory agency is the Office of the Comptroller of
the Currency (the “0CC"}.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation. The accounting and reporting policies
conform to generally accepted accounting principles (“GAAP") in the
United States of America and to general practices in the banking industry.
The preparation of the consolidated financial statements in conformity
with GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, disclosure of
contingent assets and liabilities at the date of the financial statements and
the reported amounts of income and expenses during the reporting
period. The significant estimates include the allowance for loan losses,
goodwill, intangible assets, income taxes, stack-based compensation and

derivative financial instruments. Actual results may differ from these
estimates under different assumptions or conditions.

Reclassification. During the preparation of the condensed
consclidated financial statements as of and for the three months ended
March 31, 2007, the Company identified an error in the presentation of
certain trust preferred securities within the December 31, 2006
Statement of Financial Condition. In accordance with Statement of
Financial Accounting Standards ("SFAS"} No. 115, Accounting for Certain
Investment in Debt & Equity Securities, these trust preferred securities
should have been classified as investment securities available for sale.
The effect of this errar in presentation was to réduce loans receivable, net
by $20 million and increase investment securities available for sale by
$20 million. The Company evaluated the impact of this error and
determined that it was not material to the Consolidated Statement of
Financial Condition as of December 31, 2008. This error did not have an
impact on the Company's Consclidated Statéments of Income for any
period presented.

Basis of Consolidation. The consoiida;ted financial statements
include, after all intercompany balances and transactions have been
gliminated, the accounts of the Company, its principal wholly owned
subsidiary, the Bank, and the Bank’s wholly owned subsidiaries, Med-
Vine, Inc., Sun Financial Services, L.L.C., 2020 Properties, L.L.C., Sun
Home Loans, Inc. and Del-Vine, Inc. In accordance with the Financial
Accounting Standards Board (the “FASB"} Interpretation (“FIN") 46,
Consolidation of Variable Interest Entiies—an inferpretation of ARB No. 51,
and FIN 46(R), Consolidation of Variable Interest Entities (revised
December 2003)-an interpretation of ARB No. 57, Sun Capital Trust il
Sun Capital Trust IV, Sun Capital Trust V, Sun Capital Trust VI, Sun Capital
Trust VI, Sun Statutory Trust VII, Sun Capital Trust VIl and CBNJ Trust I,
collactively, the “lssuing Trusts,” are presented on a deconsolidated basis.
See Note 14 of the Notes to Consolidated Financial Statements for
additional information on the Company's participalion in the 1ssuing Trusts.

Investment Securities. The Company's debt securities include both
those that are held to maturity and those Ihat; are available for sale. The
purchase and sale of the Company’s debt securities are recorded as of
trade date. At December 31, 2007, the Company did not have any
unsettled purchases of investment securities. At December 31, 2006,
there was a $27.8 million payable for the puichase of available for sale
securities which was included in other liabilitles. The following provides
further information on the Company's accounting for debt securities:

Held to Maturity-Debt securities that management has the positive
intent and ability to hold until maturity are classified as held to maturity
and carried at their remaining unpaid principal balance, net of
unamortized premiums or unaccreted discounts, Premiums are amortized
and discounts are accreted using the interest method over the estimated
remaining term of the underlying security.

Available for Sale-Debt securities that will be held for indefinite periods
of time, including securities that may be sold in response to changes to
market interest or prepayment rates, needs for liquidity, and changes in
the availability of and the yield of alternative investments, are classified
as available for sale. These assets are carried at the estimated fair value.
Fair values are based on a combination of quoted prices for identical
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assets in active markets and quoted prices for similar assets in markets
that are either actively or not actively traded. Unrealized gains and losses
are excluded from earnings and are reported net of tax as other
comprehensive income or loss until realized. Realized gains and losses
on the sale or calls of investment securities are recorded as of trade date,
reported in the Consolidated Statements of Income and determined using
the adjusted cost of the specific security sold or called for identical assets
in an active market or similar assets in markets that are actively or not
actively traded.

in accordance with FASB Staff Position (“FSP™) FASE No. 115-1 and
124-1, The Meaning of Other-Than-Temporary Impairment and its
Application to Certain investments, the Company evaluates its securities
portfolio for other-than-temporary impairment throughout the year. Each
investment, which has a fair value less than the hook value, is reviewed
on a quarterly basis by management. Management considers at a
minimum the following factors that, both individually or in combination,
could indicate that the decline is other-than-temporary; 1) the tength of
time and extent to which the market value has been less than book value;
2) the financial condition and near-term prospects of the issuer; or 3) the
intent and ability of the Company to retain the investment in the issuer for
a perfod of time sufficient to allow for any anticipated recovery in market
value. Among the factors that are considered in determining intent and
ability is a review of capital adequacy, interest rate risk profile and liquidity
at the Company. An impairment is recorded against individual securities if
the review described above concludes that the decline in value is other-
than-temporary. The securities portiolic as of December 31, 2007 contains
no other-than-temperary impaired investments. The Company did not
record any impairment charges during the years ended December 31,
2007, 2006 and 2005.

Loans Held for Sale. Included in loans receivable is approximately
$3.9 million and $4.1 million of loans held for sale at December 31,
2007 and 2006, respectively. These loans were carried at the lower of
cost or estimated fair value on an aggregate basis.

Loan Servicing Assets. The Company originates certain Small
Business Administration (*SBA") loans for sale to institutional investors.
In accordance with SFAS No. 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities, the cost
of loan sold is allocated between the servicing rights, the retained portion
of the loan and the sold portion of the loan based on the relative fair
values of each, The fair value of the loan servicing rights is determined
by valuaticn techniques.

Loan servicing rights are amortized in praportion to, and over the period
of, estimated net servicing income. Because 10ans are sold individually
and not pooled, the Company does not stratify groups of teans based on
risk characteristics far purposes of measuring impairment. Impairment is
measured by estimating the fair value of each individual servicing asset.
The Company does not believe the loan servicing assets were impaired
at Decernber 31, 2007 and 2006.

Deferred Loan Fees. Loan fees, net of certain direct loan origination
costs, are deferred and the balance is amortized to income as a yield
adjustment over the life of the loan using the interest method.

Interest Income on Loans. |nterest income on loans is credited to
operations based upon the principal amount outstanding. Interest
accruals are generally discortinued when a loan becomes 90 days past
due or when principal or interest is considered doubtful of coliection.
When interest accruals are discentinued, interest credited to income in
the current year is reversed and interest accrued in the prior year is
charged to the allowance for loan losses.

Allowance for Loan Losses. The allowance for loan losses is
determined by management based upon past experience, evaluation of
estimated loss and impairment in the loan portfelio, current economic
conditions and other pertinent factors. The allowance for loan losses is
maintained at a level that management considers adequate to provide
for estimated losses and impairment based upon an evaluation of known
and inherent risk in the lgan portfolic. Loan impairment is evaluated based
on the fair value of collateral or estimated net realizable value. While
management uses the best information available to make such
evaluations, future adjustments to the allowance may be necessary if
economic conditions differ substantially from the assumptions used in
making the evaluations.

The provision for loan losses charged to expense is based upon past
loan loss experience and an evaluation of estimated iosses in the current
loan portfolio, including the evaluation of impaired loans in accordance
with SFAS No. 114, Accounting by Creditors for Impairment of a Loan—an
amendment of FASB Statements No. 5 and 15, and SFAS No. 118,
Accounting by Creditors for Impairment of a Loan-Income Recognition
and Disclosures—an amendment of FASE Statement No. 114. A loan is
considered to be impaired when, based upon current information and
events, it is probable that the Company will be unable to collect all
amounts due according to the contractual terms of the loan. An
insignificant delay or insignificant shortfall in amount of payments does
not necessarily result in the loan being identified as impaired. For this
purpose, delays less than 90 days are considered to be insignificant.
Impairment losses are included in the provision for loan losses. Large
groups of smaller balance, homogeneous loans are collectively evaluated
for impairment, except for those loans restructured under a troubled debt
restructuring, Interest payments on impaired loans are typically applied
to principal unless the ability to collect the principal amount is fully
assured, in which case interest is recognized on the cash basis.

Commercial loans, including commercial real estate doans, are placed
on non-accrual at the time the loan is 90 days delinquent unless the
credit is well secured and in the process of collection. Generally,
commercial loans and commercial real estate loans are charged-off no
|ater than 120 days delinguent unless the lean is well secured and in the
process of collection, or other extenuating circumstances support
collection. Residential real estate loans are typically placed on non-
accrual at the time the loan is 90 days delinguent. Other consumer foans
are typically charged-off at 90 days delinquent. In all cases, loans must
be placed on non-accrual or charged-off at an earlier date if collection of
principal or inferest is considered doubtful.

Restricted Equity Securities. Equity securities of bankers’ banks
are classified as restricted equity securities because ownership is
restricted and there is not an established market for their resale. These
securities are carried at cost and are evaluated for impairment.

Bank Properties and Equipment. Land is carried at cost. Bank
properties and equipment are stated at cost, less accumutated
depreciation. The provision for depreciation is computed by the straight-
line method based on the estimated useful lives of the assets, generally
as follows:

Estimated Useful Life

40 years

Lesser of the useful life or the
remaining lease term, including
renewals, if applicable

2.5 10 10 years

Asset Type

Buildings
Leasehold improvements

Equipment
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Bank Owned Life Insurance (“BOLI"). The Company has
purchased life insurance policies on certain key employees. These
policies are recorded at their cash surrender value, or the amount that
can be realized in accordance with Emerging 1ssues Task Force (“EITF")
No. 06-5, Accounting for Purchases of Life Insurance-Determining the
Amount That Could Be Realized in Accordance with FASB Technical
Buffetin No. 85-4. During the fourth quarter of 2007, the Company
converted $37.3 million of the existing general account BOL! to a new
separate account. The BOLI separate account is invested in a mortgage-
backed securities fund, which is managed by an independent investment
firm. Income from these policies and changes in the cash surrender value
are recorded in non-interest income.

Securities Sold Under Agreements to Repurchase. The Company
enters into sales of securities under agreements to repurchase with its
customers and the Federal Home Loan Bank (*FHLB™). In accordance
with SFAS No. 140, these agreements are treated as financings, and the
abligations to repurchase securities sold are reflected as a liability in the
Statements of Financia! Condition. Securities pledged as collateral under
agreements to repurchase are reflected as assets in the accompanying
Consolidated Statements of Financial Condition.

Real Estate Owned, Real estate owned is comprised of property
acquired through foreclosure and bank property that is not in use. The
property acquired through foreclosure is carried at the lower of the related
loan balance or fair value of the property based on an appraisal less
gstimated cost to dispose. Losses arising from foreclosure transactions
are charged against the allowance for loan losses. Bank property is
carried at the lower of cost or fair value iess estimated cost to dispose.
Costs to maintain real estate cwned and any subsequent gains or losses
are included in operations.

Goodwill and Intangible Assets. Goodwill is the excess of the fair
value of liahilities assumed over the fair value of tangible and identifiable
intangible assets acquired in a business combination. Goodwill is not
amortized, but is tested for impairment annually or more frequently if events
or changes in circumstances indicate that the asset might be impaired.
Impairment is the condition that exists when the carrying amount of goodwill
exceeds its implied fair value. The Company uses a third-party appraisal to
assist management in identifying impairment. The Company believes that
its goodwill was not impaired at December 31, 2007 and 2006.

Intangible assets consist of core deposit intangibles and excess of cost
over fair value of assets acquired {accounted for in accordance with SFAS
No. 72, Accounting for Certain Acquisitions of Banking or Thrift
Institutions—an amendment of APB Opinion No. 17, an interpretation of
APB Qpinions Nos. 16 and 17, and an amendment of FASB Interpretation
No. @), net of accumulated amortization. Core deposit intangibles are
amortized using the straight-line method based on the characteristics of
the particular deposit type.

Long-Lived Assets. Management evaluates the carrying amount of
long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be
recoverable. Measurement of an impaired toss for long-lived assets and
intangibles with definite lives would be based on the fair value of the
asset. The Company recognized impairment losses of $135,000,
$42,000, and $65,000 for the years ended December 31, 2007, 2006
and 2005, respectively,

Income Taxes. The Company accounts for income taxes in accordance
with SFAS No. 109, Accounting for Income Taxes, and FIN No. 48,
Accounting for Uncertainty in Income Taxes—an interpretation of FASE
Statement No. 109. SFAS No. 109 requires the recording of deferred

income taxes that reflect the net tax effects of temporary differences
between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes.
Management exercises significant judgment in the evaluation of the
amount and timing of the recognition of thé resulting tax assets and
liabilities. The judgments and estimates required for the evaluation are
updated based upon changes in business factors and the tax laws. If
actual results differ from the assumptions and other considerations used
in estimating the amount and timing of tax recognized, there can be no
assurance that additional expenses will not be required in future periods.
On January 1, 2007, the Company incorpdrated FIN No. 48 with its
existing accounting policy. FIN No. 48 prescribes a minimum probability
threshold that a tax position must meet before a financial statement
benefit is recognized. The Company recognizes, when applicable, interest
and penalties related to unrecognized tax banefits in the provision for
income taxes in the censolidated income $tatement, Assessment of
uncertain tax positions under FIN No. 48 requires careful consideration
of the technical merits of a position based on management's analysis of
tax regulations and interpretations. Significant judgment may be involved
in applying the requirements of FIN No. 48.

Treasury Stock. Stock held in treasury by the Company is accounted
for using the cost method which treats stock held in treasury as a
reduction to total shareholders' equity. At December 31, 2007, the
Company held 1,010,523 shares of treasury stock. There was no treasury
stock held by the Company at December 31, 2006.

Cash and Cash Equivalents. For purposes of reporting cash flows,
cash and cash equivalents include cash and amounts due from banks
and federal funds sold. The Company is requlred to maintain an average
reserve balance with the Federal Reserve Bank. The amount of the
average reserve balance for the years ended December 31, 2007 and
2006 was $100,000.

Accounting for Derivative Financial instruments and Hedging
Activities. The Company recognizes all derivative instruments at fair
value as either assets or liabilities in other assets or other liabilities on the
balance sheet. The accounting for changes in the fair value of a derivative
instrument depends on whether it has been designated and qualifies as
part of a hedging relationship. For derivatives not designated as hedges,
the gain or loss is recognized in current earrings.

Earnings Per Share. Basic earnings per share is computed by
dividing net income available to common shareholders by the weighted
average number of shares of common stock outstanding, net of any
treasury shares, during the period. Diluted earnings per share is
calculated by dividing net income available 1o common shareholders by
the weighted average number of shares of common stock outstanding,
net of any treasury shares, after considera{ion of the potential dilutive
effect of common stock equivalents, based upon the treasury stock
method using an average market price of corimon shares sold during the
period. Retroactive recognition has been given to market values, common
stock outstanding and potential common shares for periods priar to the
date of the Company's stock dividends.

Stock Dividend. On April 26, 2007, Apiil 20, 2006 and March 17,
2005, the Company’s Board of Directors declared 5% stock dividends,
which were paid on May 24, 2007, May 18, 2006 and April 20, 2005,
respectively, to shareholders of record on h{lay 14, 2007, May 8, 2006
and April 6, 2005, respectively. Accordingly,iper share information for all
periods presented have been restated to reflect the increased number of
shares outstanding. All stock dividends are declared at the discretion of
the Board of Directors.

@)
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Other Comprehensive Income (Loss). The Company classifies
items of other comprehensive income {loss) by their nature and displays
the accumulated balance of other comprehensive income (loss)
separately from retained earnings and additional paid-in capital in the
equity section of the Consolidated Statements of Financial Condition.
Amounts categorized as other comprehensive income (loss) represent

DISCLOSURE OF RECLASSIFICATION AMOUNTS, NET OF TAX

net unrealized gains or losses on investment securities available for sale,
net of tax. Reclassifications are made to avoid double counting in
comprehensive income {loss) items which are displayed as part of net
income for the period. These reclassifications for the years ended
December 31, 2007, 2006 and 2005 are as follows;

Years Ended December 31, 2007 2006 2005
Pre-tax Tax After-tax  Pre-tax Tax After-tax Pre-tax Tax After-tax
Unrealized holding gain {loss) on securities
available for sale during the year $4,490 $(1,580) $2,910 $5,367 $(1,888) $3,479 ${6,198) $2,055 $(4,143)
Less: reclassification adjustment for net
| {gain) loss included in net income ™ (8) 3 (5) 21 {7 14 (773) 256 (517
' Net unrealized gain (loss) on securities
available for sale $4.482 ${1,577) $2,905 $5,388 §$(1,895) $3,493 $(6,971) $2,311  ${4,660)
[ (1) Amount includes net gain on securities called prior to maturity which is included in other non-interest income in the Consolidated Statements of Income.
" Stock-Based Compensation. The Company accounts for stock-  WEIGHTED AVERAGE ASSUMPTIONS USED
based compensation in accordance with the fair value recognition  IN BLAGK-SCHOLES OPTION PRICING MODEL
provisions of SFAS No. 123 {revised 2004), Share-Based Fayment (“SFAS
No 123(R)"). The Company adopted SFAS No. 123(R) on January 1,2006  Years Ended December 31, 2007 2006 2005
using the modified prospective approach. Under the fair value provisions Fair value of options granted
of SFAS No. 123(R), stock-based compensation cost is measured at the during the year $4.01 8584  $6.39
grant date based on the fair value of the award and is recognized as ~ Hisk-free rate of return 454% 5.01%  4.40%
expense over the appropriate vesting period using the straight-line  EXPected option life in months 58 12 9%
method. However, consistent with SFAS 123(R), the amount of stock-  Cxected volatilty 27%  28% 30%
Expected dividends $ - § - § -

based compensation cost recognized at any date must at ieast equal the
portion of the grant date value of the award that is vested at that date and
as a result it may be necessary to recagnize the expense using a ratable
method. Determining the fair value of stock-based awards at grant date
requires judgment, including estimating the expected term of the stock
options and the expected volatility of the Company’s stock. In addition,
judgment is required in estimating the amount of stock-based awards
that are expected to be forfeited. If actual results differ significantly from
these estimates or different key assumptions were used, it could have a
material effect on the Company's Consolidated Financial Statements.

In accordance with SFAS No. 123(R), the fair value of the stock options
granted are estimated on the date of grant using the Black-Scholes aption
pricing model which uses the assumptions noted in the table below. The

at the time of the grant, The expected life of the stock option is estimated
using historical exercise behavior of employees at a particular level of
management who were granted options with a ten year term. Stock
options have historically been granted with this term, and therefore,
information necessary to make this estimate was available. The expected
volatility is based on the histarical volatility for a period of three years
ending on the date of grant, Utilizing a period greater than this was not
representative of the Company's view of its current stock volatility,

Significant weighted average assumptions used to calcutate the fair
value of the option awards for the years ended December 31, 2007,
2006 and 2005 are as follows:

(1) To date, the Company has not paid cash dividends on its common stock.

Prior to January 1, 2008, the Company accounted for stock-based
compensation in accordance with SFAS No. 123, Accounting for Stock-
Based Compensation, adopted prospectively on January 1, 2003 and in
accordance with Accounting Principles Board Opinion (*APB"} No. 25,
Accounting for Stock Issued to Employees,

The following table illustrates the impact of impiementing SFAS
No. 123(R) for the year ended December 31, 2006.

IMPACT OF IMPLEMENTATION OF SFAS No. 123(R)

Year Ended December 31, 2006 Amount
Stock-based compensation calculated under

the expensing provisions of SFAS No. 123

{adopted prospectively January 1, 2003} ° $336

Incremental stock-based compensation required
under the expensing provisions of SFAS No. 123(R)
{unvested portien granted prior to January 1, 2003) 170

Total stock-based compensation {pre-tax) $506

At December 31, 2007, the Company had five stock-based employee
compensation plans, which are described more fully in Note 15. The
following table illustrates the effect on net income and earnings per
share for the year ended December 31, 2005 if the Company had
applied the fair value recegnition provisions of SFAS No. 123 using the
Black-Scholes option pricing model to stock-based employee
compensation to all stock-based awards.
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PRQ FORMA NET INCOME AND EARNINGS PER SHARE

Year Ended December 31, 2005

Reported net income available to common shareholders
Add: Total stock-hased employee compensation
expense included in reported net income {net of tax) 108
Less: Total stock-based employee compensation

Amount
$19,521

expense determined under fair value method {net of tax} {419

Pro forma net income available to common shareholders ~ $19,210
Earnings per share:

Basic—as reported $ 098

Basic—pro forma $ 096

Diluted—as reported $ 092

Diluted—pro forma $ 090

Segment Information. The Company has one reportable segment,
“Community Banking.” All of the Company's activities are interrelated,
and each activity is dependent and assessed based on how each of the
activities of the Company supports the others. For example, lending is
dependent upon the ability of the Company to fund itse)f with deposits and
other borrowings and manage interest rate and credit risk. Accordingly,
all significant operating decisions are based upon analysis of the
Company as one segment or unit,

Recent Accounting Principles. in December 2007, the FASB issued
SFAS No. 141(R), Business Combinations, which replaces SFAS No. 141,
Business Combinations. SFAS No. 141(R} retains the fundamental
requirements in SFAS No. 141 that the acquisition method of accounting
{formerly referred to as purchase method) be used for all business
combinations and that an acquirer be identified for each business
combination. SFAS No. 141{R) defines the acquirer as the entity that
obtains control of one or more businesses in the business combination
and establishes the acquisition date as of the date that the acquirer
achieves control. SFAS No. 141{R) requires an acquirer to recognize the
assets acquired, the liabilities assumed, and any non-controlling interest
in the acquiree at the acquisition date, measured at their fair values. SFAS
No. 141{R) requires the acquirer to recognize acquisition related costs
and restructuring costs separately from the business combination as
period expense. SFAS No. 141(R} is effective for business combinations
for which the acquisition date is on or after the beginning of the first
annual reporting period beginning on or after December 15, 2008. The
adoption of SFAS No. 141{R) will impact the accounting and reporting of
acquisitions after January 1, 2008.

In November 2007, the SEC issued Staff Accounting Bulletin (*SAB”)
No. 109, Written Loan Cormmitments Recorded at Fair Value through
Farnings. SAB No. 109 supersedes SAB No. 105, Application of
Accounting Principles to Loan Commitments, and expresses the current
view of the staff that, consistent with guidance in SFAS No. 156,
Accounting for Servicing of Financial Assets, and SFAS No. 159, The Fair
Value Option for Financial Acsets and Financial Liabilities—including an
Amendment of FASB Statemment No. 115, the expected net future cash
flows retated to the associated servicing of a loan, including the servicing
rights sold to a third party, shoutd be included in the measurement of all
written lsan commitments that are accounted for at fair value through
earnings. SAB No. 109 was effective for fiscal quarters beginning after

December 15, 2007. The Company will adopt SAB No. 109 for any loan
commitments issued or moedified on or after January 1, 2008 and does
not expect there to be a material impact 1 the Company's financial
condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, which permits
entities to choose to measure many financial instruments and certain
other items at fair value that are not currently required to be measured
at fair value. SFAS No. 159 also establishes presentation and disclosure
requirements designed to facilitate comparisons between entities that
choose different measurement attributes for similar types of assets and
liabilities. The Company adopted SFAS No. 159 on January 1, 2008. SFAS
No. 159 did not have an impact on the Company's financial condition or
results of operations as the Company did not elect to fair value any of its
financial assets and financial liabilities that are not currently required to
be measured at fair value.

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements. SFAS No. 157 defines fair value, establishes a framewark
for measuring fair value, and expands disclosures about fair value
measurements. SFAS No. 157 does not require any new fair value
measurements. The definition of fair value retains the exchange price
notion in earlier definitions of fair value. SFAS No. 157 clarifies that the
exchange price is the price in an orderly transaction between market
participants to sell the asset or transfer the liability in the market in which
the reporting entity would transact for the aséet or liability. The definition
focuses on the price that would be received to sell the asset or paid to
transfer the liability (an exit price), not the price that would be paid to
acquire the asset or received to assume the liability (@n entry price), SFAS
No. 157 emphasizes that fair value is a market-based measurement, not
an entity-specific measurement. FSP No. 157-2, Effective Date of FASB
Statement No. 157, issued in February 2008, delays the effective date
of SFAS No. 157 for nonfinancial assets and nonfinancial liabilities, except
for items that are recognized or disclosedlat fair value in an entity's
financial statements on a recurring basis (at least annually), to fiscal years
beginning after November 15, 2008. The Company adopted SFAS No. 157
on January 1, 2008 for assets and liabilities that are not excluded from
FSP No. 157-2 and it did not have a materidl impact on the Company’s
financial condition or results of operations.

SFAS No. 157 establishes a fair value hierarchy which requires an
entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. The standard describes
three levels of inputs that may be used to measure fair value:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices, such as quoted
prices for similar assets or liabilities; quoted prices in markets
that are not active; or other inputs that are observable or can
be corroborated by observable market data for substantially
the full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market
activity and that are significant to'the fair value of the assets
or liabilities. Level 3 assets and liabilities include financial
instruments whose value is deterriined using pricing models,
discounted cash flow methodologias, or similar techniques, as
well as instruments for which the determination of fair value
requires significant management judgment or estimation.
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In September 2006, the FASB issued EITF No. 06-5, Accounting for
Purchases of Life Insurance-Determining the Amount That Could Be
Realized in Accordance with FASB Technical Bulletin No. 85-4. EITF
No. 06-5 explains how to determine “the amount that could be
realized” from a life insurance contract, for purposes of recording the
cash surrender value on the balance sheet. EITF No. 06-5 requires
policyhotders to determine the amount that could be realized under a life
insurance contract assuming individual policies are surrendered instead
of surrendering all policies as a group. Any adjustment to the carrying
amount of cash surrender value will be recorded as a direct adjustment
to retained earnings and reported as a change in accounting principle.
EITF No. 06-5 was effective January 1, 2007. The Company's bank
owned life insurance ("BOLI") transactions adhere to the guidance
provided by EITF No, 06-5.

3. AcouisiTionNs, GONSOLIDATIONS AND SALES

During the first quarter of 2008, the Company expects to
consolidate the deposits and loans from two branch offices into one
existing branch office. The Company expects to terminate the lease on
one of these branch offices and is currently negotiating the sale of the
other branch office.

During the third quarter of 2007, the Company consolidated two
branch offices. As a result of the consolidations, the Company recognized
lease buy-out charges and other related charges of $185,000 {pre-tax).

4. INVESTMENT SECURITIES

Buring the first quarter 2007, the Company completed the sales of
three branch offices to three separate buyers. The sale of the branch
offices included approximately $40 million of aggregate deposits and
approximately $19 million of aggregate loans receivable. The Company
recognized a net gain on the sales of the branch offices of approximately
$1.4 miltion (pre-tax).

In December 2006, the Company consolidated two branch offices. As
a result of the consolidations, the Company recognized lease buy-out
charges and other related charges of $531,000 {pre-tax).

On January 19, 2006, the Company acquired Advantage Bank
{“Advantage"). The merger agreement permitted Advantage shareholders
to elect to receive either $19.00 in cash or 0.87 shares of common stock
of the Company subject to adjustment or proration under certain
circumstances, The merger agreement also provided for an overall
requirement that 50% of the outstanding Advantage shares be exchanged
for the Company's common stock. Accordingly, the Company paid
Advantage stockholders $17.3 million in cash and issued approximately
832,000 shares of the Company’s common stock. On the date of the
merger, Advantage's assets totaled approximately $164 million, net loans
receivable were approximately $124 million, investment securities were
approximately $29 million and total deposits were approximately $148
million. The Company recorded $23.4 million in goodwill. As a result of
this transaction being a tax-free stock acquisition, the recognized goodwill
is not tax deductible. included in goodwill was $2.0 million relating to the
fair value of stock options exchanged. Core deposit intangible of $3.4
million was recorded and will be amortized over approximately ning years
on a straight-line basis.

The amortized cost of investment securities and the approximate fair value at December 31, 2007 and 2006 were as follows:

SUMMARY OF INVESTMENT SECURITIES

Gross Gross Estimated

Amortized Unreatized Unrealized Fair

December 31, 2007 Cost Gains Losses Value
Avaitable for sale:

U.S. Treasury obligations $ 14,975 $ 77 $ - $ 15,052

U.S. Government agencies and mortgage-backed securities 298,686 836. {1,630) 297,892

State and municipal obligations 72,798 364 (440) 72,722

Other 40,919 - (780) 40,139
Total available for sale 427,378 1,277 (2,850) 425,805

Held to maturity;

Mortgage-backed securities 18,965 - (210) 18,755
Total held to maturity 18,965 - (210) 18,755
Total investment securities $446,343 $1,277 $(3,060) $444,560

December 31, 2006
Available for sale:

U.S. Treasury obligations $ 20,956 5 - $ (39 $ 20917

U.S. Government agencies and mortgage-backed securities 372,864 7 {6,129} 366,742

State and municipal obligations 63,211 373 {267) 63,317

Other 21,976 - - 21,976
Total available for sale 488,007 380 {6,435) 481,952

Held to maturity:

Mortgage-backed securities 24,691 - {595) 24,098

Other 750 - - 750
Total held to maturity 25,441 - {595) 24,846
Total investment securities $513,448 $ 380 $(7,030) $508,798
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During 2007, securities called prior to maturity of $1.6 million resulted
in a gross realized gain of $10,000 and gross realized loss of $2,000.
During 20086, called or sold securities of $27.5 million resulted in a gross
realized foss of $21,000. During 2005, called or sold securities of $60.2
million resutted in a gross realized gain and gross realized loss of
$843,000 and $70,000, respectively.

GROSS UNREALIZED LOSSES BY INVESTMENT CATEGORY

The following table provides the gross unrealized losses and fair
value, aggregated by investment category and length of time the
individual securities have been in a continuoys unrealized loss position
at December 31, 2007 and 2006:

Less than 12 Months 12 Months or Longer Total
Estimated Gross Estimated Gross Estimated Gross
Fair  Unrealized Fair  Unrealized Fair Unrealized
December 31, 2007 Value Losses Value Losses Value Losses
U.S. Government agencies and
mortgage-backed securities $28,553 $ (117 $162,073 $(1,723) $190,626 $(1,840)
State and municipal obligations 26,366 (289) 10,650 (151) 37,016 (440)
(Other 17,001 (780) - - 17,001 (780}
Total $71,920 $(1,186) $172,723 $(1,874) $244,643 $(3,060)
December 31, 2006
1.8, Treasury obligations $24,928 $ (39 § - $ - $ 24,928 $ (39
U.5. Government agencies and
mortgage-backed securities 40,798 (69) 320,068 (6,655) 360,866 (6,724)
State and municipal obligations 13,366 (30) 10,570 (237 23,936 (267)
Total $79,092 $ (138 $330,638 $(6,892) $409,730 $(7,030)

At December 31, 2007, 99.9% of the gross unrealized losses in the
security portfolio were comprised of securities issued by U.S. Government
agencies, U.S. Government sponsored agencies and other securities rated
investment grade or better by at least one bond credit rating service.
Management believes the unrealized losses are due to increases in
market interest rates over yields since the time the underlying securities
were purchased. Recovery of fair value is expected as the securities
approach their maturity date or if valuations for such securities improve
as market yields change. Management considers the length of time and
the extent to which fair value is less than cost, the credit worthiness and
near-term prospects of the issuer, among other things, in determining
the nature of the decline in market value of the securities. As the
Company has the intent and ability to retain the investment in the issuer
for a period of time sufficient to allow for a recovery of amortized cost,
which may be maturity, no decline is deemed to be other-than-temporary.

CONTRACTUAL MATURITIES OF INVESTMENT SECURITIES

At December 31, 2007, the gross unrealized loss in the category 12
months or longer of $1.9 million consisted of 70 securities having an
aggregate unrealized loss of 1.1% of the amortized cost. The securities
represented Federal Agency, U.S. Government agency and L.S.
Government sponsored agency issues and 20 securities currently rated
AA or better by at least one bond credit rating service, At December 31,
2007, securities in a gross unrealized loss position for less than 12
months consisted of 77 securities having an aggregate unrealized loss
of 1.6% of the amortized cost basis.

The amortized cost and estimated fair value of the investment
securities, by contractual maturity, at December 31, 2007 are shown
below. Actual maturities will differ from contractual maturities as
borrowers may have the right to call or prepay obligations with or without
call or prepayment penalties.

December 31, 2007 Available for Sale _ Held to Maturity
Amortized Estimated Amortized Estimated
Cost Fair Value Cost Fair Value
Due in one year or less $ 80,187 § 80,210 $ - 3 -
Due after one year through five years 15,632 15,691 - -
Due after five years through ten years 1,067 1,084 - -
Due after ten years 97,302 96,426 - -
Total investment securities, excluding mortgage-backed securities 194,188 193,411 - -
Mortgage-backed securities 233,190 232,394 18,965 18,755
Total investment securities $427,378  $425,805 $18,065  $18,755

)
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At December 31, 2007, $158.5 miliion of U.S. Treasury Notes and U.S.
Government agency securities were pledged to secure public deposits.

5. Loans
The components of loans were as follows:

Certain officers, directors and their associates (related parties) have
loans and conduct other transactions with the Company. Such
transactions are made on substantially the same terms, including interest
rates and collateral, as those prevailing at the time for other non-related
party transactions. The aggregate dellar amount of these loans to related
parties as of December 31, 2007 and 2006, along with an analysis of the
activity for the years ended December 31, 2007 and 2006, is

LOAN COMPONENTS summarized as follows:

December 31, 2007 2006 SUMMARY OF LOANS TQ RELATED PARTIES

Commercial and industrial $2,024,728 $1,925,103

Home equity 264,965 232,321 December 31, 2007 2006

Second mortgages 81,063 77,337 Balance, beginning of year $68,935 $ 59,383

Residential real estate 49,750 38,418 Additions 30,248 29,104

Other 89,413 92,063 Repayments (7,961) (19,552)
Total gross loans 2,509,919 2,365,242 Balance, end of year $91,222 $ 68,935

Allowance for loan losses (27,002) (25,658)

Loans, net $2,482917 $2,339,584

Non-accrual loans $ 26853 % 14322

Many of the Company’s commercial and industrial loans have a real
estate component as part of the collateral securing the accommodation.
Additionally, the Company makes commercial real estate loans for the
acquisition, refinance, improvement and construction of real property.
Loans secured by owner occupied properties are dependent upon the
successful operation of the borrower’s business. If the aperating
company experiences difficulties in terms of sales volume and/or
profitability, the borrower's ability to repay the loan may be impaired.
Loans secured by properties where repayment is dependent upon
payment of rent by third-party tenants or the sale of the property may
be impacted by loss of tenants, lower lease rates needed to attract new
tenants or the inability to sell a completed project in a timely fashion and
at a profit. At December 31, 2007, the Company's commercial real
estate portfolio was $1.53 billion of which $805.9 million, or 52.6%,
were classified as owner occupied and $724.9 million, or 47.4%, were
classified as non-owner occupied.

The Company also originates residential construction loans. At
December 31, 2007, there were approximately 90 residential construction
loans with outstanding loan balances of $63.1 millign.

Softening residential real estate values has given rise to increased
monitoring of the Company’s home equity portfolio. While this portfolio
has been performing satisfacterily, during 2007 there was an increase in
the delinquency rate for this portfolio. At December 31, 2007, the
Company's home equity portfolic was $265.0 millien, or 10.7%, of total
outstanding net ioans. Management continues to monitor this portfolio.

There were no irrevocable commitments to lend additional funds on
non-accrual loans at December 31, 2007. Interest income not recognized
as a result of the above non-accrual loans was $1.6 million, $841,000
and $755,000 for the years ended December 31, 2007, 2006 and 2005,
respectively, The amount of interest included in net income on these loans
for the years ended December 31, 2007, 2006 and 2005 was $1.0
millton, $120,000 and $119,000, respectively.

Under approved lending decisions, the Company had commitments to
lend additional funds totaling approximately $844.2 miliien and $896.9
million at December 31, 2007 and 2008, respectively. Commitments to
extend credit are agreements to lend to a customer as long as there is
no violation of any condition established in the contract. Commitments
generally have fixed expiration dates or other termination clauses and
may require payment of a fee. Since many of the commitments are
gxpected to expire without being drawn upan, the total commitment
amounts do not necessarily represent future cash requirements. The
Company evaluates each customer's creditworthiness on an individual
basis. The type and amount of collateral obtained, if deemed necessary
by the Company upon extension of credit, is based on management's
credit evaluation of the barrower.

Most of the Company's business activity is with custemers located
within its local market area. Generally, commercial real estate, residential
real estate and other assets secure loans. The ultimate repayment of
loans is dependent, to a certain degree, on the local economy and real
estate market.

6. ALLowANCE FOR LoAN LoSSES
An analysis of the change in the allowance for loan losses is as follows:

ALLOWANCE FOR LOAN LOSSES

Years Ended December 31, 2007 2006 2005
Balance, beginning of year $25608 $22.463 $22,037
Charge-offs (7,718} 2513 (2,641)
Recoveries 659 642 757
Net charge-offs (7,059} {1,871) (1,884
Provision for loan losses 8,403 3,807 2,310
Purchased allowance resulting
from bank acquisition - 1,259 -
Balance, end of year $27,002 $25658 $22,463

)
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Loans collectively evaluated for impairment include cansumer loans and
residential real estate loans, and are not included in the data that follow:

COMPONENTS OF IMPAIRED} LOANS

December 31, 2007 2006
Impaired loans with related

allowance for loan losses

calculated under SFAS No. 114 $17,759 37,975
Impaired loans with no related

allowance for loan losses

calculated under SFAS No. 114 6,217 4,774

Total impaired loans $23976 $12,749

Valuation allowance related to impaired loans $ 2,027 $ 2,267
ANALYSIS OF IMPAIRED LOANS
Years Ended December 31, 2007 2006 2005
Average impaired [oans $14,053 $16634 $31,181
Interest income recognized

on impaired loans $ 237 $§ 534 F5 994
Cash basis interest income

recognized on impaired loans $ 157 § 117 § 494
7. ResSTRICTED EQuITY INVESTMENTS

The cost of restricted equity investments was as follows:
RESTRICTED EQUITY INVESTMENTS
December 31, 2007 2006
Federal Reserve Bank stock $932 § 9,248
Federal Home Loan Bank stock 7,409 8,333
Atlantic Central Bankers’ Banx stock 148 148

Total $16,869 $17,729

8. BANK PROPERTIES AND EQUIPMENT

Bank properties and eguipment consist of the following major
classifications:

SUMMARY OF BANK PROPERTIES AND EQUIPMENT

December 31, 2007 2006
Land $ 7,204 § 6803
Buildings 22477 18827
Capital lease 5,400 5,400
Leasehold improvements and equipment 41,222 36,392

Total bank properties and equipment 76,303 67,422
Accumulated depreciation {28,185) (25,130)

Bank properties and equipment, net $48,118 $42,292

During 2007, the Company engaged construction related services from
companies affiliated with certain Directors under separate agreements
with the Company. The Company incurred $1.9 million, $22,000, and
$48,000 for 2007, 2006, and 2005, respectively, for such services. Of
the services incurred, $1.9 million, $22,000, and $26,000 were
classified as capital expenditures in 2007, 2006, and 2005, respectively.
Management believes disbursements made to these related parties were
equivalent to those that would have been paid to unaffiliated companies
for similar services.

9. ReaL ESTATE OWNED
Real estate owned consisted of the following:

SUMMARY OF REAL ESTATE OWNED

December 31, 2007 2006
Commercial properties $ 300 $ -
Residential properties 865 600
Bank properties 284 -

Total 1 $1,449 $600

Real estate owned increased $849,000 to $1.4 million at December 31,
2007 as compared to December 31, 2006. The Company added three
properties to the real estate owned portfolic in the amount $849,000.
During the first quarter of 2008, the Company sold the commercial property
and recognized net proceeds from the sale of this property of $319,000.
The increase in bank properties was a branch that was closed and
consolidated into another existing branch during 2007 and the Company
is currently negotiating the sale of this branch property.

Expenses applicable to real estate owned include the fallowing:

REAL ESTATE OWNED EXPENSES

Years Ended December 31, 2007 2006 2005
Net loss (gain) on sales '
of real estate $ - $46  $(198
Write-down of real estate owned - 135 -
Operating expenses,
net of rental income 103 57 150
Total $103 $238  $ (48

10. GoobwiLL AND INTANGIBLE ASSETS

In January 20086, the Company acquired Advantage in a cash and
stock merger. Accordingly, the Company paid Advantage $17.3 million in
cash and issued approximately 832,000 shares of the common stock of
the Company. Goadwill of approximately $23.4 million was recorded in
conjunction with this transaction and, in accordance with SFAS No, 142,
Goodwill and Other Infangibie Assets, and réviewed at least annually for
impairment. Included in goodwill was $2.0 million relating to the fair value
of options exchanged. Core deposit intangible of $3.4 million was
recorded and will be amortized over approximately nine years on a
straight-line basis.
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in the fourth quarter of 2007 and 2006 the Company performed its
annual impairment test of goodwill as required under the SFAS No. 142
and SFAS No. 147, Acquisitions of Certain Financial Institutions—an
amendment of FASE Statements No. 72 and 144 and FASB Interpretation
No. 8. Such testing is based upon a number of factors, which are based
upon assumptions and management judgments. These factors include
among other things, future growth rates, discount rates and earnings
capitatization rates. The test indicated that no impairment charge was
necessary at December 31, 2007 and 2006.

Changes in the carrying amount of goodwill are as follows:

GOODWILL
December 31, 2007 2006
Balance, beginning of year $128,117 $104,891
Net {deductions) additions related
to business acquisition® {223) 23,226
Balance, end of year $127,894 $128,117

(1) in accordance with SFAS No. 123(R), goodwill includes adjustments for the tax benefit
resulling frem the exercise of awards issued in a business combination.

Information regarding the Company's intangible assets subject to amortization is as follows:

SUMMARY OF INTANGIBLE ASSETS

December 31, 2007 2006
Carrying Accumulated Carrying Accumulated
Amount  Amortization Net Amount Amortization Net
Core deposit premium $49,153 $30,660 $18,493 $49,530 $26,684 $22.846
Excess of cost over fair value of assets acquired 17,698 12,712 4,986 17,698 11,974 5,724
Total intangible assets $66,851 $43,372 $23,479 $67,228 $38,658 $28,570
Changes in the carrying amount of the Company's intangible assetsfor - 11, DEPOSITS
the years ended December 31, 2007 and 2006 are as follows: Deposits consist of the following major classifications:
ANALYSIS OF INTANGIBLE ASSETS
SUMMARY OF DEPOSITS
December 31, 2007 2006
Balance, beginning of year $28570  $29,939  December 31, 2007 2006
Addition related to Interest-bearing demand deposits $ 754,733 $ 792,955
business acquisition - 3,398 Non-interest-bearing demand deposits 438,052 501,185
Intangibte assets associated Savings deposits 456,241 412,973
with sold branch (31 - Time deposits under $100,000 674,671 634,350
Amortization expense (4,7114) (4,767) Time deposits $100,000 or more 375,394 326,534
Balance, end of year $23,479 $28,570 Total $2,699,091 $2,667,997

Infarmation regarding the Company’s amortization expense follows:

AMORTIZATION OF INTANGIBLE ASSETS

A summary of time deposits by year of maturity is as follows:

MATURITIES OF TIME DEPOSITS

Amount Years Ended December 31, Amount
Actual for Year Ended December 31, 2008 $ 931,956
2005 $ 4,499 2009 85,759
2006 4767 2010 20,036
2007 4,714 2011 3.804
Expected for Years Ended December 31, %? 1r2 ft ig?g
2008 $ 4,709 ereatter :
2009 4,453 Total $1,050,065
2010 3,685
2011 3,685
2012 3,685
Thereafter 3,262
Total $23,479
©®)
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A summary of interest expense on deposits is as follows:

SUMMARY OF INTEREST EXPENSE

Years Ended December 31, 2007 2006 2005
Savings deposits $13,214 3$60687 $ 4986
Time deposits 48,908 36,618 20,342
Interest-bearing
demand deposits 22,130 23,587 16,099
Total $84,252  $66,802 341,427

12. Apvances FRom THE FEDERAL HOME Loan BANK

The Company’s advances from the FHLB consists of borrowings with an
original maturity of one year or more. At December 31, 2007 and 2006, the
Company had fixed-rate advances from FHLB of $63.5 million and $103.6
million, respectively, which mature through 2018, At December 31, 2007
and 2006, the interest rates on these fixed-rate advances from FHLB ranged
from 3.30% to 5.87% and 3.30% to 6.49%, respectively. The weighted
average interest rate for the years ended December 31, 2007 and 2006
was 3.88% and 4.63%, respectively. Interast expense on advances from
FHLB was $3.5 mitlion, $5.5 million and $6.3 million for the years ended
December 31, 2007, 2006 and 2005, respectively. Included in the advances
from FHLB at December 31, 2006 and 2005 was one $25.0 million fixed-
rate advance which was convertible on October 12, 2005 and each quarter
thereafter which remained fixed until it matured in 2007.

The contractual maturities of the Company's fixed-rate advances from
FHLB at December 31, 2007 is as follows:

CONTRACTUAL MATURITIES OF ADVANCES FROM THE FHLB

Years Ended December 31, Amount
2008 $41,214
2009 4,762
2010 10,000
2011 -
2012 -
Thereafter 7,507

Total Advances from the FHLB $63,483

13. SEcURITIES SoL0 UNDER AGREEMENTS
T0 REPURCHASE

The Company has overnight repurchase agreements with customers as
well as term repurchase agreements with the FHLB. At December 31, 2007
and 2006, customer repurchase agreements viere $40.5 million and $51.7
million, respectively, with interest rates ranging from 3.15% to 3.88% and
4.25% to 5.03%, respectively. Interest expense on customer repurchase
agreements was $2.0 million for each of the years ended December 31,
2007, 2008 and 2005. Collateral for customer repurchase agreements
consisted of U.S. Treasury notes or securities issued or guaranteed by one
of the U.S. Government sponsored agencies. The fair valug of the collateral
was approximately equal to the amounis cutstanding.

At December 31, 2007, the Company had one FHLB repurchase
agreement for $15.0 million with an interest rate of 4.84%. The Company
did not have any FHLB repurchase agreements at December 31, 2006.
Interest expense on FHLB repurchase agreements was $309,000, $1.3
million and $707,000 for the years ended December 31, 2007, 2006
and 2005, respectively. Collateral for the FHLB repurchase agreements
consisted of securities issued or guaranteed by one of the U.S.
Government sponsored agencies. The fair value of the collateral was
approximately equal to the amount outstanding.

The maximum month end amount of securities sold under
agreements to repurchase for the years ended December 31, 2007 and
2006 is as follows:

SUMMARY OF MAXIMUM MONTH END REPURCHASE AGREEMENTS

December 31, 2007 2006
FHLB repurchase agreements $15000  $115,000
Repurchase agreements with customers  $51,599 $ 61,763

A summary of securities sold under agreements to repurchase, interest rates, approximate average amounts outstanding and their approximate
weighted average rates at December 31, 2007, 2006 and 2005 is as follows:

SUMMARY OF REPURCHASE AGREEMENTS

At or for the Years Ended December 31, 2007 2006 2005
FHLB repurchase agreements outstanding at year end $15,000 §' - $60,000
Weighted average interest rate at year end 4.84% % 4.22%
Approximate average amount outstanding during the year $ 6,370 $27,589 $23,469
Approximate weighted averzge rate during the year 4,85% 4.66% 3.01%
Repurchase agreements with customers outstanding at year end $40,472 $51,740 $59,021
Weighted average interest rate at year end 3.60% 4.60% 3.51%
Approximate average amount outstanding during the year $44.213 $45,726 $76,894
Approximate weighted average rate during the year 4.44% 4.34% 2.61%
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14, Junior SuBoRDINATED DEBENTURES HELD BY
TrusTs THAT Issuep CapiTaL DesT

The Company has established Issuer Trusts that have issued
guaranteed preferred beneficial interests in the Company’s junior
subordinated debentures. These Issuer Trusts are variable interest entities
under FIN No. 46 and FIN No. 46(R).

tn accordance with FIN No. 46 and FIN No. 46(R), all the Issuer Trusts
outstanding at December 31, 2007 and 2006 are deconsolidated. The
junior subordinated debentures issued by the Company to the Issuer
Trusts at December 31, 2007 and 2006 of $37.9 million and $108.3

million, respectively, are reflected in the Company's Consolidated
Statements of Financial Condition in the liabilities section under the
caption “Junior subordinated debentures.” The Company records interest
expense on the corresponding debentures in its Consolidated Statements
of Income. The Company also recorded the common capital securities
issued by the Issuer Trusts in other assets in its Consolidated Statements
of Financial Condition at December 31, 2007 and 2006.

The following is a summary of the outstanding capita! securities issued
by each Issuer Trust and the junior subordinated debentures issued by the
Company to each Issuer Trust as of December 31, 2007.

SUMMARY OF CAPITAL SECURITIES AND JUNIOR SUBORDINATED DEBENTURES

December 31, 2007 Capital Securities

Junior Subordinated Debentures

Issuance Stated Principal Redeemable
Issuer Trust Date Value Distribution Rate Amount Maturity Beginning
Sun Capital Trust vV December 18,2003  $15,000 3-mo LIBOR plus 2.80% $15,464 December 30, 2033  December 30, 2008
Sun Capital Trust Vi December 19, 2003 25,000 3-mo LIBOR plus 2.80% 25,774 January 23, 2034 January 23, 2009
CBNJ Trust | December 19, 2002 5,000 3-mo LIBOR plus 3.35% 5155 January 7, 2033 January 7, 2008
Sun Statutory Trust VIl January 17,2006 30,000 6.24% Fixed 30,928 March 15, 2036 March 15, 2011
Sun Capita Trust VIl April 19, 2007 10,000 6.428% Fixed 10,310 June 30, 2042 June 30, 2012
Sun Capital Trust VIlI July 5, 2007 10,000 3-mo LIBOR plus 1.39% 10,310 October 1, 2037 October 1, 2012

$95,000 $97,941

While the capital securities have been deconsolidated in accordance
with GAAP, they continue to qualify as Tier 1 capital under federal
regulatory guidelines. In March 2005, the Federal Reserve amended its
risk-hased capital standards to expressly allow the continued limited
inclusion of outstanding and prospective issuances of capital securities
in a bank holding company's Tier 1 capital, subject to tightened
quantitative limits. The Federal Reserve's amended rule will, effective
March 31, 2009, limit capital securities and other restricted core capital
elements to 25% of all core capital elements, net of goodwill less any
associated deferred tax liability. Management has developed a capital
plan for the Company and the Bank that should aliow the Company and
the Bank to maintain “well-capitalized” regulatory capital levels.

The Issuer Trusts are wholly owned unconsolidated subsidiaries of the
Company and have no independent operations. The obligations of Issuer
Trusts are fully and unconditionally guaranteed by the Company. The
debentures are unsecured and rank subordinate and junior in right of
payment to all indebtedness, liabilities and obligations of the Company.
Interest on the debentures is cumulative and payable in arrears. Proceeds
from any redemption of debentures would cause a mandatory redemption
of capital securities having an aggregate liquidation amount equal to the
principal amount of debentures redeemed,

Sun Statutory Trust VIl has a fixed rate of 6.24% for a period of five years
from the date of issuance and beginning in year six a variable rate of London
Interbank Offered Rate ("LIBOR"} plus 1.35%. Sun Capital Trust VIl has a
fixed rate of 6.428% for a period of five years from the date of issuance and
beginning in year six a variable rate of LIBOR plus 1.53%. Sun Capital Trust
¥, Sun Capital Trust V1, Sun Statutory Trust VI, Sun Capita! Trust VIl and Sun

Capital Trust VIl do not have interest rate caps. CBN.J Trust { was acquired
in the July 2004 acquisition of Community Bancorp of New Jersey
(“Community”). CBNJ Trust | variable annual rate will not exceed 12.5%
through five years from its issuance.

In April 2007, the Company called the $20.0 million of outstanding
capital securities of Sun Capital Trust Il contemporaneously with the
redemption of the Sun Capital Trust Il debentures. At the time of the
call, the GCompany recognized a write-down of approximately $541,000
of unamortized debt issuance costs. In addition, in April 2007, the
Company Issued $10.0 million of new capital securities {Sun Capital
Trust VIl) of which the annual rate will be fixed at 6.428% until April
2012. The proceeds from the issuance of $10.0 million were used in
part to redeem the $20.0 million of praviously issued capital securities
(Sun Capital Trust ll) in April 2007,

In July 2007, the Company called the $10.0 million of outstanding
capital securities of Sun Capital Trust IV contemporaneously with the
redemption of the Sun Capital Trust IV debentures. At the time of the call
the Company recognized a write-down of approximately $250,000 of
unamortized debt issuance costs. In addition, in July 2007, the Company
issued $10.0 million of new capital securities {Sun Capital Trust Vill) which
was used to redeem the $10.0 million of previously issued capital
securities (Sun Capital Trust V).

In January 2008, the Company called the $5.0 million outstanding
capital securities of CBNJ Trust { contemporaneously with the redemption
of CBNJ Trust | debentures.
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15. Stock-BASeD INCENTIVE PLANS

The 2004 Stock Plan (the 2004 Plan"}, as amended in 2007,
authorizes the issuance of 1,360,931 shares of common stock pursuant
to awards that may be granted in the form of options to purchase
common stock {“options™) and awards of shares of common stock (“stock
awards”). The maximum number of stock awards, as amended in 2007,
that may be granted over time may not exceed 372,881 shares. At
December 31, 2007, the amount of shares of common stock available for
future grants under the 2004 Plan was 839,870 shares. The purpose of
the 2004 Plan, as with all of the Company’s stock-based incentive plans,
is to attract and retain personnel for positions of substantial respansibility
and to provide additional incentive to certain officers, directors, advisory
directors, employees and other persons to promote the success of the
Company. Under the 2004 Plan, options expire ten years after the date
of grant, unless terminated earlier under the option terms. For both
options and stock awards, a Committee of non-employee directors has
the authority to determine the conditions upon which the options granted
will vest. Each director and advisory director of the Company received
compensation in the form of stock awards which were immediately
vested upon issuance. There were 91,624 stock awards, 27,164 stock
awards and 26,678 stock awards issued from the 2004 Plan for the
years ended December 31, 2007, 2006 and 2005, respectively. The
Company granted 268,850 options, 86,687 options and 136,696 options
for the years ended December 31, 2007, 2006 and 2005, respectively,
under the 2004 Plan. These cptions were granted at the then fair market
value of the Company's stock. During 2007, there were 6,825 options
granted that vest evenly over five years and 262,025 options granted
that vest evenly over three years. Options granted during 2006 and 2005
vest evenly over five years. There are 365,882 options outstanding and
155,178 stock awards issued under this plan at December 31, 2007.

In January 2006, as a result of the Advantage acquisition, the Company
assumed stock options previously granted under the Advantage Plans.
Upon merger, all stock options under the Advantage Plans became fully
vested and were converted to stock options of the Company. The number
of shares of common stock that may be purchased pursuant to any such
option is equal to the number of shares covered by the option multiplied
by the merger exchange ratio, with the exercise price of each converted
option equal to the original exercise price divided by the merger exchange
ratio. Stock options previously granted under the Advantage Plans are
both incentive and non-qualified and expire from 2009 through 2014.
There are 22,925 stock options outstanding under these plans at
December 31, 2007. No additional stock options will be granted under
these plans.

In July 2004, as a result of the acquisition of Community, the Company
assumed stock options previously granted under the Community Plans.
Upon merger, all stock options under the Community Plans became fully
vested and were converted to stock options of the Company. The number
of shares of common stock that may be purchased pursuant to any such
option is equal to the number of shares covered by the option multiplied
by the merger exchange ratio, with the exercise price of each converted
option equal to the ariginal exercise price divided by the merger exchange

ratio. Stock options previously granted under the Community Plans are
both incentive and non-qualified and expire' from 2010 through 2013,
There are 144,886 stock options outstanding under these plans at
December 31, 2007, No additional stock options will be granted under
these plans.

Options granted under the 2002 Stock Option Plan {the "2002 Plan”)
may be either qualified incentive options or nonqualified options as
determined by the Compensation Committee of the Board of Directors
or the Board of Directors. The 2002 Plan authorizes the issuance of
1,005,070 shares of commaon stock. The grant of reload options is
authorized under the 2002 Plan. The award ¢f a reload option allows the
optionee to receive the grant of an additional stock option, at the then
current market price, in the event that such optionee exercises all or part
of an option (an “eriginal option™) by suirendering already owned shares
of common stock in full or partial payment of the option price under such
original option. The exercise of an additional aption issued in accordance
with the reload feature will reduce the total number of shares eligible for
award under the Plan. Under the 2002 Plan the nonqualified options
expire ten years and ten days after the date of grant, unless terminated
earlier under the option terms. The qualified incentive options expire ten
years after the date of grant, unless terminated earlier under the option
terms. The vesting provision of the 2002 Plan generally allows 20% of
options granted to employees to vest six manths after the date of grant,
and 20% for each of the next four anniversaries of the grant, subject to
employment and other conditions. The vestmg provision of the 2002 Plan
generally allows options granted to directars to vest as of the date of
grant. At December 31, 2007, there were 787,200 options ouistanding
with the reload feature under the 2002 Plan and 13,214 shares available
for grant.

In 2007, the 1997 Stock Option Plan (the “1997 Plan”) expired. As
such, no additional options are permitied to be granted from this plan.
Options granted under the 1997 Plan may be either qualified incentive
options or nanqualified options as determined by the Compensation
Committee of the Board of Directors or the Board of Directors. Under the
1997 Plan, the nonqualified options expire ten years and ten days after
the date of grant, unless terminated earlier under the option terms. The
incentive options expire ten years after the date of grant, unless
terminated earlier under the option terms. The vesting provision of the
1997 Plan generally atlows for 50% of options to vest one year after the
date of grant, and 50% two years after the date of grant, subject to
employment and other conditions. At December 31, 2007, there were
900,072 options outstanding with the reload feature under the 1997
Plan. All shares granted under the 1997 Plan were fully vested as of
December 31, 2007.

In 2005, the 1995 Stock Option Plan {the "1985 Plan") expired. As
such, no additional options were permitted to be granted from this plan.
All options previously awardad under the 1995 Plan were either exercised
or cancelled during 2007,

There are no equity compensation plans providing for the issuance of
shares of the Company which were not appraved by the shareholders.
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Options outstanding under the 1985, 1997, 2002, 2004, Community Plans and Advantage Plans, adjusted for 5% stock dividends where appropriate,
are as follows:

SUMMARY OF STOCK OPTIONS GRANTED AND OUTSTANDING

Incentive  Nonqualified Total

Stock options granted and outstanding:
December 31, 2007 at prices ranging from $4.74 to $19.28 per share 646,872 1,574,093 2,220,965
December 31, 2006 at prices ranging from $4.74 to $20.58 per share 681,072 2,524,761 3,205,833
December 31, 2005 at prices ranging from $4.33 to $20.58 per share 842,488 2,825,976 3,668,464

Activity in the stock option plans for the years ended December 31, 2007, 2006 and 2005, respectively, are as follows:

SUMMARY OF STOCK OPTION ACTIVITY

Years Ended December 31, 2007 2006 2005

Weighted Weighted Weighted

Average Average Average

Number of Exercise Number of Exercise Numberof Exercise

Options Price Options Price Options Price

Stock options outstanding, beginning of year 3,205,833 $979 3,491,224 § 937 3,795,485 $ 883

Granted 268,850 17.41 86,687 17.56 136,696 19.28

Exchanged in business acquisition - - 177,240 7,38 - -

Exercised (1,121,849) 9.14 {517,025) 5.55 (262,067) 3.49

Forfeited (107,266) 17.87 (22,677) 18.07 {1,147) 10.30

Expired {24,603) 18.96 {9,616) 17.18 (503) 12.98

Stock options outstanding, end of year 2,220,965 $10.55 3,205,833 3 9.79 3,668,464 $ 9.08

Stock options exercisable, end of year 1,898 423 $ 934 3,011,728 $ 9.26 3,258,800 $ 8.63
The weighted average grant date fair valug of options granted during The amount of cash received from the exercise of stock options during

the years ended December 31, 2007, 2006 and 2005 were $4.01,$5.84  the years ended December 31, 2007, 2006 and 2005 was $10.1 million,
and $6.39, respectively. The total intrinsic value (market value on date of ~ $2.9 million and $9186,000, respectively. The total tax benefit for the
exercise tess exercise price) of options exercised during the yearsended ~ years ended December 31, 2007, 2006 and 2005 was approximately
December 31, 2007, 2006 and 2005 was $8.4 million, $6.2 million and $2.7 million, $1.7 million and $1.4 million, respectively.

$32.9 million, respectively, The aggregate intrinsic value of aptions the years ended December 31, 2007, 2006 and 2005, respectively, are
exercisable at December 31, 2007 and 2006 was $12.4 million and  presented in the following table:

$32.5 million, respectively.

SUMMARY OF NONVESTED STOCK OPTION ACTIVITY

Years Ended December 31, 2007 2006 2005
Weighted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise
Options Price Options Price Options Price

Nonvested stock options outstanding,

beginning of year 194,105 $17.94 409,664 $12.63 528,716 $ 919
Granted 268,850 17.41 86,687 17.56 136,696 19.28
Vested (8,544) 11.28 (269,953) 9.77 {254,098) 9.05
Forfeited (107,266) 17.87 (22,677) 18.07 {1,147) 10,30
Expired {24,603) 18.96 (9,616) 17.18 (503} 12.98
Nonvested stock options outstanding, end of year 322,542 $17.62 194,105 $17.94 409,664 $12.63

At December 31, 2007, there was $1.0 million of total unrecognized compensation cost related to nonvested stock options granted under the stock
option plans. That cost is expected to be recognized over a weighted average period of 2.4 years.
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The following table summarizes options outstanding at December 31, 2007;

SUMMARY OF STOCK OPTIONS OUTSTANDING

December 31, 2007 Options Qutstanding Options Exercisable
Weighted Average '
Remaining

Number of Contractual Life  Weighted Average Nusnber of Weighted Average
Range of Exercise Prices Options (years) Exercise Price Options Exercise Price
$ 4.74-$ 750 191,634 2.37 $ 6.8 191,634 $ 6.88
8.91- 89 1,055,218 4,07 8.9 1,055,218 8.91
9.48- 9.48 21,343 4.04 9.48 21,343 9.48
9.64- 9.64 450,623 1.83 9.64 450,623 9.64
10.30— 19.28 502,147 6.94 16.24 179,605 . 13.75
2,220,965 412 $10.55 1,898,423 $ 9.34

A summary of the Company’s nonvested restricted stock awards at
December 31, 2007, and changes during the year ended December 31,
2007, are presented in the following table:

SUMMARY OF NONVESTED STOCK AWARD ACTIVITY ™

Weighted

Average

Number Grant Date

Year Ended December 31, 2007 of Shares  Fair Value
Nonvested stock awards gutstanding,

beginning of year - &8 -

Issued 57,219 17.29

Vested (8,911) 17.29
Nonvested stock awards outstanding,

end of year 48,308 $17.29

{1} There were no restricted stock awards granted prior to 2007.

During 2007, the Company issued 57,219 shares of restricted stock
that were valued at $989,000 at the time of the award. The value of these
shares is based upon the closing price of the common stock on the date
of grant. There were 22,219 shares issued which vest monthly over the
following twelve manths on a straight-line basis and 35,000 shares issued
which vest over a four-year period with 50% vesting over the first eighteen
months and the remaining 50% over the remaining three years. At
December 31, 2007, there was $723,000 of total unrecognized
compensation cost related to these restricted stock awards that is expected
to be recognized over a weighted average period of 2.9 years. The fotal
fair value of the restricted stock vested during 2007 was $154,000.

16. EmpLOYEE AND DIRECTOR STOCK PURCHASE PLANS

In 1997, the Company adopted an Employee Stock Purchase Plan
{(“ESPP"} and a Directors Stock Purchase Plan (“DSPP”) (collectively, the
“Purchase Plans”) wherein 356,423 shares were reserved for issuance
pursuant to the Purchase Plans. Under the térms of the Purchase Plans,
the Company grants participants an option to purchase shares of
Company commeon stock with an exercise price equal to 95% of market
prices. Under the ESPP, employees are permitted, through payrol!
deduction, to purchase up to $25,000 of fair market value of common
stock per year. Under the DSPP, directors are permitted to remit funds, on
a regular basis, to purchase up to $25,000 of fair market value of
common stock per year. Participants incur ng brokerage commissions or
service charges for purchases made under the Purchase Plans. For the
years ended December 31, 2007 and 20086, there were 5,591 shares
and 7,236 shares, respectively, purchased through the ESPP. For the
years ended December 31, 2007 and 200?, there were 2,917 shares
and 2,856 shares, respectively, purchased through the DSPP. At
December 31, 2007, there were 215,710 and 7,284 shares remaining
in the ESPP and DSPP, respectively.

17. BENEFITS

The Company has established a 401(k) Retirement Plan (the “401 (k)
Plan”) for all qualified employees. Employees are eligible to participate in
the 401(k) Plan following completion of 90 days of service and attaining
age 21. The Company's match begins after one year of service. Vesting
in the Company’s contribution accrues over four years at 25% each year.
Pursuant to the 401 (k) Plan, employees can contribute up to 75% of their
compensation to a maximum allowed by law. The Company matches
50% of the employee contribution, up to 6% of compensation. The
Company match consists of a contribution of Company common stock,
at market value. Prior to August 2005, the Company's contributions were
purchased through a broker by the directed trustee. Beginning in August
2005, the Company issued shares of its common stock as its
contribution. The Company's contribution to the 401(k} Plan was
$529,000, $638,000 and $566,000 for the years ended December 31,
2007, 2006 and 2005, respectively. The Company expensed $41,000,
$11,000 and $36,000 during the years €nded December 31, 2007,
2006 and 2005, respectively, to administer and audit the 401(k} Plan.
These expenses were recorded te non-interest expense.
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18. CoMMITMENTS AND GONTINGENT LIABILITIES

The Company, from time to time, may be a defendant in legal
proceedings related to the conduct of its business. Management, after
consultation with legal counsel, believes that the liabilities, if any, arising
from such litigation and claims will not be material to the consolidated
financial statements.

Letters of Credit, In the normal course of business, the Company
has various commitments and contingent liabilities, such as customers'
letters of credit (including standby letters of credit of $60.3 million and
$63.2 million at December 31, 2007 and 2006, respectively), which are
not reflected in the accompanying consolidated financial statements.
Standby letters of credit are conditional commitments issued by the
Company to guarantee the performance of a customer to a third party.
The credit risk involved in issuing letters of credit is essentially the same
as that invoived in extending loan facilities to customers. In the judgment
of management, the financial condition of the Company will not be
affected materially by the final outcome of any letters of credit.

Reserve for Unfunded Commitments. The Company maintains a
reserve for unfunded loan commitments and letters of credit that is part
of cther liabilities in the Consolidated Statements of Financial Caondition.
The reserve is an estimate of the losses inherent with such off-batance
sheet commitments as of the balance sheet date. The reserve for
unfunded loan commitments as of December 31, 2007 was $360,000.

Leases. Certain office space of the Company is leased from companies
affiliated with the Chairman of the Company's Board of Directors under
separate agreements with the Company. Terms of these three agreements
at December 31, 2007 are as follows:

SUMMARY OF LEASES WITH AFFILIATES
TO THE CHAIRMAN OF THE BOARD OF DIRECTORS

Annual Renewal Annual

Rental Option fRental

December 31,2007 Payment Remaining Increases
Expiration date:

March 2010 $ 42 N/A Fixed

QOctober 2017 $1,151 N/A CPI

August 2025 $ 450 4 five-year terms Fixed

(1) This lease is recorded as a $5.3 million obligation under capital Izase at December 31,2007,

The foltowing is a schedule by years of future minimum lease
payments for the $5.3 miliion obligation under capital leases together
with the present value of the net minimum lease payments as of
December 31, 2007:

FUTURE MINIMUM LEASE PAYMENTS UNDER OBLIGATION
UNDER CAPITAL LEASE

Years Ended December 31, Amount
2008 $ 450
2009 450
2010 469
2011 506
2012 506
Thereafter 7,402
Total minimum tease payments 8,783
Less: amount representing interest {4,525)
Present value of minimum lease payment, net $5,258

Certain office space of the Company is leased from companies
affiliated with certain Directors under separate agreements with the
Company. Terms of these three agreements at December 31, 2007 are
as follows:

SUMMARY OF LEASES WITH AFFILIATES TO THE DIRECTORS

Annual Renewal Annual

Rental Option Rental

December 31, 2007 Payment Remaining Increases
Expiration date:

February 2010 $ 9% N/A Fixed

December 2011 $149 2 five-year terms Fixed

January 2027 $142 4 five-year terms Fixed

The Company believes that each of the related party transactions
described above were on terms as fair to the Company as could have
been obtained from unaffiliated third parties.

The following table shows future minimum payments under noncancelable
leases with initial terms of one year or more at December 31, 2007,
Future minimum receipts under sub-lease agreements are not material,

FUTURE MINIMUM PAYMENTS UNDER
NONCANCELABLE QPERATING LEASES

Years Ended December 31, Amount
2008 $ 4174
2009 3723
2010 3,240
2011 3,033
202 2,514
Thereafter 16,514

Total minimum lease payments $33,198

Rental expense included in occupancy expense for all ieases was $4.3
million, $5.1 million and $4.8 million for the years ended December 31,
2007, 2006 and 2005, respectively,

©)
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Other Contractual Commitments. On February 6, 2007, the Board
of Directors of the Company terminated the employment of the Company's
President and Chief Executive Officer. In Aprit 2007, the Company entered
into an agreement that provided for certain terms and canditions of the
former President and Chief Executive Officer's separation fram the
Company including, among other things, non-compete agreements and a
general release from any claims, rights or causes of action in connection
with his termination of emiployment or otherwise. The severance
agreement provided for an aggregate cash payment of $1.7 million. The
total amount charged to earnings during the first quarter 2007 as a result
of this termination of employment was $1.8 million. This amount included
other severance related charges, including a charge as a result of a
change in terms of the exercizability for certain stock options, continued
use of the company car and payment of certain legal fees incurred in
connection with the settlement agreement, As of December 31, 2007,
$54,000 of the $1.7 million remained outstanding. This remaining balance
was paid in-full in January 2008.

Visa Litigation. The Company is a member of the Visa USA network.
On October 3, 2007, Visa completed a restructuring and issued shares
of Visa Inc. common stock to its financial institution members in
contemplation of its initial public offering (“IPQ") anticipated in the first
guarter of 2008 ( the “Visa Reorganization™). Visa USA member banks
have a contingent obligation to indemnify Visa, Inc. under the Visa USA
bylaws for potential future settlement of certain litigation. The Company
has determined that its potential indemnification obligations based on its
proportionate share of ownership in Visa USA is not material at December
31, 2007. The Company expects that any proceeds from the anticipated
share redemption from the IPQ will exceed its indemnification obligations.

19. OTHER RELATED PARTY TRANSACTIONS

The Company engaged consulting services for the Campany’s retail
banking initiatives from a company affiliated with a Director. The Company
incurred consutiing services of $130,000 and $184,000 in 2007 and
2006, respectively. The Company did not partake in these services in
2005, Management believes disbursements made to this related party
were equivalent to those that would have been paid to unaffiliated
companies for similar services.

20. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The Company utilizes certain derivative financial instruments to
enhance its ability to manage interest rate risk that exists as part of its
ongoing business aperations. As of December 31, 2007, all derivative
financial instruments have been entered int) 10 hedge the interest rate
risk associated with the Company's commercial lending activity. In
general, the derivative transactions falt intg one of two types: a bank
hedge of a specific fixed-rate loan or a hedged derivative offering to a
Bank customer, In those transactions in which the Company hedges a
specific fixed-rate loan, the derivative is executed for periods and terms
that match the related underlying exposures and do not constitute
pasitions independent of these exposures. Far derivatives offered to Bank
customers, the economic risk of the customer transaction is offset by a
mirror position with a non-affiliated third party.

The Company currently utilizes interest rate swaps to hedge specified
assets. The Company does not use derivative financial instruments for
trading purposes. Interest rate swaps were entered into as fair value
hedges for the purpose of modifying the interest rate characteristics of
certain commercial loans. The interest rate swaps involve no exchange
of principal either at inception or upon maturity; rather, it involves the
periodic exchange of interest payments arising from an underlying
notional valug.

Derivative instruments are recorded at their fair values. If derivative
instruments are designated as fair value hedges, both the change in the
fair value of the hedge and the hedged item are included in current
earnings. Because the hedging arrangement is considered highty effective,
changes in the interest rate swaps’ fair values exactly ofiset the
corresponding changes in the fair vatue of the commercial loans and, as
a result, the changes in fair value do not result in an impact on net income.

Financial derivatives involve, to varying dégrees, interest rate, market
and credit risk. The Company manages thése risks as part of its asset
and liability management process and through credit policies and
pracedures. The Company seeks to minimize counterparty credit risk by
establishing credit limits, and generally reguiring biateral netting and
collateral agreements.

For those derivative instruments that arg designated and qualify as
hedging instruments, the Company must designate the hedging
instrument, based on the exposure being hedged, as either a fair value
hedge, a cash flow hedge or a hedge of a net investment in a foreign
operation. Currently, the Company only participates in fair value hedges.

Fair Value Hedges—interest Rate Swaps. The Company has entered
into interest rate swap arrangements to exchange the payments an fixed-
rate commerclal loan receivables for variable-rate payments based on the
one-month LIBOR. The interest rate swaps involve no exchange of principal
either at inception or maturity and have maturities and call options identical
to the fixed-rate loan agreements. The arrangements have been
designated as fair value hedges. The swaps,are carried at their fair value
and the carrying amount of the commercial 'loans includes the change in
their fair values since the inception of the hedge Because the hedging
arrangement is considered highly effective, changes in the interest rate
swaps' fair values exactly offset the corresponding changes in the fair
value of the commercial loans and, as a resuit, the changes in fair value
do not result in an impact on net income.

()
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Information pertaining to ouistanding interest rate swap agreements
was as follows:

SUMMARY OF INTEREST RATE SWAP AGREEMENTS

December 31, 2007 2006
Notional amount $49,472 $48,063
Weighted average pay rate 6.79% 6.74%
Weighted average receive rate 1.21% 7.34%

Weighted average maturity in years 6.0 6.6
Unrealized {ioss} gain relating
to interest rate swaps

$(1,526) $ 640

Customer Derivatives. During 2007 and 2006, Company entered

21. INCOME TAXES
The income tax provision consists of the following:

SUMMARY OF INCOME TAX PROVISION

Years Ended December 31, 2007 2006 2005
Current $9,080 $7.421 $9,137
Deferred (807) 929 175

fncome tax provision $8273  $8350 %9312

[terns that gave rise to significant portions of the deferred tax accounts

are as follows:

Sun Bancore, INC,

into several commercial loan swaps in order to provide commercial [oan DETAILS OF DEFERRED TAX ASSET
clients the ability to swap from variable to fixed interest rates. Under these
agreements, the Company enters into a variable-rate loan agreement with ~ December 31, 2007 2006
a client in addition to a swap agreement. This swap agreement effectively  Deferred tax asset:
swaps the client’s variable-rate foan into a fixed-rate loan. The Company Allowance for loan losses $11,143 $10,682
then enters into a corresponding swap agreement with a third pary in Unrealized loss on investment securities 547 2124
order to offset its exposure on the variable and fixed components of the Other 2,016 869
customer agreement. At December 31, 2007 and 2006, the notional
amount of such arrangements was $817.0 million and $545.0 miflion, Tota def.err.e‘d tax asset 13,706 13675
respectively. As the interest rate.swaps with the clients and third parties ~ Deferred tax liabilty: .
are not designated as hedges under SFAS No. 133, Accounting for Core deposit intangible amortizatiort 4,339 5278
Derivative Instruments and Hedging Activities, the instruments are marked Goodwill amortization 2,892 984
to market in earnings. As the interest rate swaps are structured to offset Property s01 860
each other, changes in market values will have no eamings impact. Deferred loan costs 23n 2,146
‘ Other 434 468
Total deferred tax liability 10,537 8,736
Net deferred tax asset $3169 $ 3939
The provision for income taxes differs from that computed at the statutory rate as follows:
RECONCILIATION OF FEDERAL STATUTORY INCOME TAX
Years Ended December 31, 2007 2006 2005
Amount % Amount % Amount %
Income before income taxes $27,625 $25,624 $28,833
Tax computed at statutory rate 9,669 35.0% 8,969 35.0% 10,090 35.0%
_(Decrease) increase in charge resulting from:
State taxes, net of federal benefit (126) {0.5) 837 25 436 1.5
Tax exempt interest (net) {969) (3.5) {476} (1.8) (436) (1.5
BOL! (434) (1.6) &1 {2.4) (673) (2.3)
Other, net 133 05 (170 0.7 (105) {0.4)
Total income taxes $ 8,273 29.9% $ 8,350 32.6% $ 9,312 32.3%
©)




In June 2008, the FASB issued FIN No. 48. FIN No. 48 clarifies the
accounting for income taxes by prescribing a minimum probability
threshold that a tax position must meet before a financial statement
benefit is recognized. The minimum threshold is defined in FIN No. 48 as
a fax position that is more likely than not to be sustained upon
examination by the applicable taxing authority, including resclution of any
refated appeals or litigation processes, based on the technical merits of
the position. The tax benefit to be recognized is measured as the fargest
amount of benefit that has greater than fifty percent fikelihood of being
realized upen ultimate settlernent. FIN No. 48 was applied to all existing
tax positions upon initial adoption. FIN No. 48 was effective for fiscal
years beginning after December 15, 2006. The Company adopted FIN
No. 48 on January 1, 2007 and the initial application of the interpretation
did not have an impact to the Company's financial condition or results of
operations. As of the date of adoption, there was no liability for uncertain
tax positions and no known unrecognized tax benefits. There were no
increases or decreases during 2007 to the liability for unrecognized tax
benefits, and no liability exists as of December 31, 2007. This liability is
not expected to change during 2008.

The Company recognizes, when applicable, interest and penalties
related to unrecognized tax benefits in the provision for income taxes in the
results of operations. As of January 1, 2007, the tax years ended
December 31, 2003, 2004, 2005 and 2006 were subject to examination
by all tax jurisdictions. The statute of limitations for the tax year ended
December 31, 2003 expired during 2007. As of December 31, 2007, the
Internal Revenue Service was in the process of auditing the Company’s
2004 consolidated tax return. As of December 31, 2007, there were no
other audits in process by any other tax jurisdictions. However, during the
first quarter of 2008, the Company received notification from the Internal
Revenue Service of its intention to audit the Company's 2005 and 2006
consolidated tax retums. The Company does not expect the audits to result
in a material change to the Company's tax position.

22, STocK REPURCHASE PLANS

In the second quarter of 2007, the Board of Directors of the Company
authorized the initiation of a stock repurchase plan covering up t6 5%, or
approximately 1,000,000 shares, of the Company's outstanding common
stock. During 2007, market conditions enabled the Company to
repurchase 1,010,523 shares of outstanding common stock, thus
completing in late December, the plan to buyback shares. The Board
subsequently authorized a new stock repurchase plan covering up to
approximately 5% or approximately 1,100,000 additional shares, of
common stock to be repurchased in the open market or in privately
negotiated transactions.

23. EARNINGS PER SHARE
Earnings per share were calculated as follows:

EARNINGS PER SHARE COMPUTATION

Year Ended December 31, 2007: 2006 2005
Net income available to '

commgon shareholders $19,352 $17,274 $19,521
Average common

shares outstanding 21,790,793 21,280,113 20,015,431
Net effect of dilutive

stock options 805,190 1,103,926 1,328855
Dilutive common '

shares outstanding 22,595,983 22,384,039 21,344,286
Earnings per share-basic $ 089 $ 081 § 098
Eamnings per share—diluted $ 086 $ 077 § 092
Dilutive common stock equivalents ‘
Average exercise price $ 937 $ 903 ¢ 864
Average market price—diluted $17.39 $1770 $19.25

There were 274,718 weighted average common stock equivalents,
167,233 weighted average common stock equivalents and 65,868
weighted average common stock equivalénts outstanding during the
years ended December 31, 2007, 2006 and 2005, respectively,
which were not included in the computation of earnings per
share—diluted as a result of the stock aptions' exercise prices or stock
awards value at issuance being greater than the average market price
of the common share.

24. ReGULATORY MATTERS

The Company is subject to risk-based capital guidelines adopted by the
Federal Reserve Board for bank holding companies. The Bank is also
subject to similar capital reguirements adapted by the OCC. Under the
requirements, the federal bank regulatory agencies have established
guantitative measures to ensure that minimum thresholds for Tier 1
Capital, Total Capital and Leverage (Tier 1 Capital divided by average
assets) ratios (set forth in the table below) are maintained. Failure to meet
minimum capital requirements can initiate certaln mandatory, and
possibly additional discretionary, actions by regulators that, if undertaken,
could have a direct materiat effect on the Company’s and the Bank's
consolidated financial statements. Under capital adequacy guidelines and
the requlatory framework for prompt corrective action, the Company and
the Bank must meet specific capital guidelings that involve quantitative
measures of their assets and certain off-balance sheet items as
calculated under regulatory practices.

The Company's and Bank's capital amounts and classifications are
also subject to qualitative judgments by the federal bank regulators about
components, risk weightings and other factors. At December 31, 2007
and 2006, the Company’s and the Bank's capital exceeded all minimum
requlatory requirements to which they aré subject, and the Bank was
“well capitalized” as defined under the federal bank regulatory guidelines.
The risk-based capital ratios have been computed in accordance with
regulatory practices.
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REGULATORY CAPITAL LEVELS

To Be
Well-Capitalized
Under Prompt
For Capital Corrective
Actual Adequacy Purposes Action Provisions®
Amount Ratio Amount Ratic Amount Ratio
December 31, 2007
Total Capital (to Risk-Weighted Assets):
Sun Bancorp, Inc, $334,126 11.82% $226,051 8.00% N/A
Sun Natienal Bank 311,961 11.06 225,697 8.00 $282,122 10.00%
Tier 1 Capital {to Risk-Weighted Assets):
Sun Bancorp, Inc. 306,764 10.86 113,025 4.00 N/A
Sun National Bank 284,599 10.09 112,849 4,00 169,273 6.00
Leverage Ratio:
Sun Bancorp, Inc. 306,764 9.67 126,850 4.00 N/A
Sun National Bank 284,599 9.00 126,540 4.00 158,175 5.00
December 31, 2006
Total Capital {to Risk-Weighted Assets):
Sun Bancorp, Inc. $320,883 11.89% $215,958 8.00% N/A
Sun National Bank 284,787 10.57 215,473 8.00 $269,342 10.00%
Tier | Capital (to Risk-Weighted Assets):
Sun Bancorp, Inc. 294 405 10.91 107,979 4,00 N/A
Sun National Bank 258,309 9.59 107,737 4.00 161,605 6.00
Leverage Ratio:
Sun Bancorp, Ing. 294,405 9.40 125,255 4.00 N/A
Sun National Bank 258,309 8.28 124,793 4.00 155,94 5.00

(1) Not applicable for bank holding companies.

The ability of the Bark to pay dividends to the Company is controlled
by certain regulatory restrictions. Generally, dividends declared in a given
year by a national bank are limited to its net profit, as defined by
regulatory agencies, for that year, combined with its retained net income
for the preceding two years, less any required transfer to surplus or to
fund for the retirement of any preferred stock. In addition, a nationat bank
may not pay any dividends in an amount greater than its undivided profits
and a national bank may not declare any dividends if such daclaration
would leave the bank inadequately capitalized. Therefore, the ability of the
Bank to declare dividends will depend on its future net income and capital
requirements. Also, banking regulators have indicated that national banks
shoutd generally pay dividends only out of current operating eamnings.
Following this guidance, the amount available for payment of dividends
ta the Company by the Bank totaled $51.4 million at December 31, 2007,

25. FAIR VALUE OF FINANCIAL INSTRUMENTS

The following disclosure of the estimated fair value of financial
instruments is made in accordance with the requirements of SFAS No. 107,
Disclosures about Fair Value of Financial Instruments. The estimated fair
value amountis have been determined by the Company using available
market information and appropriate valuation methoedologies. However,
considerable judgment is required to interpret market data to develop the
estimates of fair value. Accordingly, the estimates presented herein are not
necessarily indicative of the amounts the Company could realize in a current
market exchange. The use of different market assumptions and/or
estimation methodologies may have a material effect on the estimated fair
value amounts.
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CARRYING AMOUNTS AND ESTIMATED FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES

December 31, 2007 2006
Carrying Estimated ~ Carrying Estimated
Amount Fair Value Amount Fair Value
Assets;

Cash and cash equivalents
Investment securities available for sale
Investment securities held o maturity
Loans receivable, net
Restricted equity investments
Liabilities:
Demand deposits
Savings deposits
Time deposits
Federal funds purchased
Securities sold under agreements to repurchase—customers
FHLB advances
Securities sold under agreements to repurchase—FHLB
(Obligation under capital lease
Junior subordinated debentures

$ 86513 $ 86,513 $ 170,100 $ 170,100

425,805 425,805 481,952 481,952
18,965 18,755 25,441 24,846
2,482,917 2,350,089 2,339,584 2,377,083
16,869 16,869 17,729 17,729
1,192,785 1,192,785 1,294,140 1,294,140
456,241 456,241 412973 412,973
1,050,065 1,040,246 960,884 957,162
30,000 30,000 - -
40,472 40,472 51,740 51,740
63,483 62,288 103,560 102,915
15,000 14,659 - -
5,258 5,258 5,322 5,322
97,941 96,685 108,250 108,648

Cash and cash equivalents. For cash and cash equivalents, the
carrying amount is a reasonable estimate of fair value.

Investment securities. FFor investment securities, fair values are
based on a combination of quoted prices for identical assets in active
markets and quoted prices for similar assets in markets that are either
actively or not actively traded.

Loans raceivable. The fair value was estimated by discounting
approximate cash flows of the portfolio to achieve a current market yield.
No adjustment was made to the entry-value interest rates for changes in
credit performing commercial loans and real estate loans for which there
are no known credit concerns. Management segregates loans in
appropriate risk categories. Management believes that the risk factor
embedded in the entry-value interest rates along with the general
reserves applicable to the performing commercial and real estate loan
portfolios for which there are no known credit concerns result in a fair
valuation of such lcans on an entry-vatue basis.

Restricted equity investments. Ownership in equity securities of
bankers’ bank is restricted and there is no established market for their
resale. The carrying amount is a reasonable estimate of fair value.

Demand deposits, savings deposits and time deposits. The fair
value of demand deposits and savings deposits is the amount payable on
demand at the reporting date. The fair value of time deposits is estimated
using rates currently offered for deposits of similar remaining maturities.

Securities sold under agreements to repurchase~customer. The
fair value is estimated to be the amount payable at the reporting date.

Securities sold under agreements 1o repurchase-FHLB and
FHLB advances. The fair valuz was estimated by discounting approximate
cash flows of the borrowings to achieve a current market yield.

Obligation under capital lease. The fair value was estimated to be
the amount payable at the reporting date.

Junior subordinated debentures. The fair value was estimated by
discounting approximate cash flows of the borrowings to achieve a
gurrent market yield.

Commitments to extend credit and Ietters of credif. The majority
of the Company’s commitments to extend credit and letters of credit carry
current market interest rates if converted to loans. Because commitments
to extend credit and letters of credit are gene1ally nat assignable by either
the Company or the borrowers, they only have value to the Company and
the borrowers.

The fair value estimates presented herein are based on pertinent
information available to management as of December 31, 2007 and
2006. Although management is not aware of any factors that would
significantly affect the estimated fair valug amounts, such amounts have
not been comprehensively revalued for purposes of these consolidated
financial statements since December 31, 2007 and 2008, and therefore,
current estimates of fair value may differ significantly from the amounts
presented herein.

26. INTEREST RATE RisK

The Company’s exposure to interest rate risk results from the
difference in maturities and re-pricing characteristics of the interest-
bearing liabilities and interest-earning assets and the volatility of
interest rates. At December 31, 2007, the Company had a liability
sensitive position; that is, the Company’s liabilities had shorter maturity
or re-pricing terms than its assets. Generally, a liability sensitive position
will benefit the Company during periods of declining rates and
negatively impact earnings in a period of increasing Interest rates.
Conversely, an asset sensitive position will benefit the Company's
earnings during periods of rising rates and will tend to negatively impact
earnings during periods of declining mterest rates. Management
monitors the relationship between the mterest rate sensitivity of the
Company’s assets and liabilities.
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27. CONDENSED FINANCIAL INFORMATION OF

PARENT GOMPANY

The condensed financial statements of Sun Bancorp, Inc. are as follows:

CONDENSED STATEMENTS OF FINANCIAL CONDITION

CONDENSED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2007 2006 2005

Operating activities:
Net income
Adjustments to reconcile net
income to net cash used

$19,352 $17.274 § 19,521

December 31, 2007 2006 in gperating activities:
Assets: Undistributed income
' of subsidiaries (25,372) (22,550) (22,747)
Cash and dug from banks . $ 5305 § 21,248 Stock-based compensation 164 432 503
Investments in subsidiaries: Write-of of capital
Bank SUbS'd'aﬂ,es_ ) 435,011 411,131 securities issuance costs N - -
Non-bank subsidiaries 2941 3250 Change in assets and liabilities
Accrued interest receivable which {used) provided cash:
and other assets 19,124 16,510 Accrued interest receivable
Total assets $462,381 $452,139 and other assets (3,802) (4.367) (3.402)
Accounts payable and
N ) other liabilities (1,558) {114) 12

Liabilies and Shareholders’ Equity: .

Liabtlities e casnt'USEd Itn iti 10,425 9,325 (6,013
Junior subordinated debentures $ 97,941 $108,250 —— Oeera ing actvites (10425 (6329 ©013
Other liabilities 2,263 1,662  'MVESINg actvites:

—— Redemption of investment
Total liabifities 100,204 109,912 in capital securities 929 - -
Shareholders' equity 362,177 342,227 Dividends from subsidiary 7,195 7,861 4,685
Total liabitities and Capital contribution to banking subsidiary - (17,270) {5,000}

shareholders’ equity $462,381 $452,139 Met cash provided by
(used in) investing activities 8,124 {9,409) {315)
Financing activities:

CONDENSED STATEMENTS OF INCOME Proceeds from issuance of
junior subordinated debentures 20,620 30,000 -

Years Ended December 31, 2007 2006 2005 Redemption of junior

Net interest income $(8,468) $(8,409) $ (5165 Subordinated debentures (30,929) - -

Management fee 4,616 4,176 4601 Caz'; ::;:l‘("spdﬁfg; :xerc'se 0087 2873 197

Other expenses _ {5,402) (3.863) {4,385) Excess tax benefit related '

Loss before equity in to stock options 2447 1,724 -
undistributed income Proceeds from issuance
of subsidiaries and of common stock 676 798 903
income tax benefit (9,254)  (8,096) (4,949 Purchases of treasury stock (16,525) - -

Equity in undistributed Payments for fractional interests
income of subsidiaries 25372 22550 22747 resulting from stock dividend (18) (20) 8

Income tax benefit 3,234 2,820 1,723 Net cash {used in)

provided by financing
Net Income $19,352 $17.274 $19,521 activies (13642) 35375 1392
Met (decrease)} increase in cash (15943) 16,640 (4,936

Cash, beginning of year
Cash, end of year

21,248 4608 9544
$ 5305 $21,248 § 4,608

* k k k k k
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SummARIZED QUARTERLY FINANCIAL DATA (UNAUDITED)

(Doltars are in thousands, except per share amounts)

The following table presents summarized quarterly data for each of the last two years restated for stock dividends.

QUARTERLY DATA

Three Months Ended December 31, September 30, Juné 34, March 31,
2007

Interest income $49,052 $50,022 $49,658 $49,091
Interest expense 23,554 24,567 26,108 24,758
Net interest income 25,498 25,455 23'.550 24,333
Provision for loan losses 5,443 1,260 '950 750
Non-interest income 6,822 6,011 6,305 7017
Non-interest expense 21,528 21,846 22,018 23,571
Income before income taxes 5,349 8,360 6;887 7,029
Income taxes 1,479 2,475 1,975 2,344
Net income $ 3,870 $ 5,885 $ 4,912 $ 4,685
Earnings per share—basic $ 0.18 $ 027 $ 0.23 $ 022
Earnings per share—diluted $ 017 $ 026 $ 022 $ 021
2006

Interest income $48,536 $46,828 $45,564 $43,022
Interest expense 23,991 21,829 20,451 18,601
Net interest income 24,545 24,999 25,113 24,421
Provision for loan losses 990 1,317 875 625
Non-interest income 5012 5,268 5,070 4,396
Non-interest expense 21,889 21,590 23,641 22,273
Income before income taxes 6,678 7,360 5,667 5,919
Income taxes 2,224 2,503 1,877 1,746
Net income $ 4,454 $ 4,857 $ 2,790 $ 4,173
Earnings per share-basic $ 021 $ 023 $ 018 $ 020
Earnings per share—diluted $ 0.20 $ 022 $ 017 $ 019

i
(1) The Company recorded a provision for loan losses during the fourth quarter of 2007 of $5.4 million. The provisien resulied primarily from an incrgase in delinquent loan charge-offs
of $4.8 million during the fourth quarter of 2007.

Basic and diluted earnings per share are computed independently for each of the quarters presented. Consequently, the sum of the quarters may
not equal the annual earnings per share.

D
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Common Stock PRrICE RANGE
AND DiviDENDS (UNAUDITED)

Shares of the Company’s common stock are quoted on the NASDAQ
Stock Market under the symbol “SNBC.” The following table sets forth
the high and low closing sale prices (adjusted for stock dividends) for
the common stock for the calendar quarters indicated, as pubtished by
the NASDAQ Stock Market. The prices reflect inter-dealer prices, with
retail markup, markdown, or commission, and may not represent
actual transactions.

COMMON STOCK PRICE RANGE

High Low
2007
Fourth Quarter $17.89 $14.79
Third Quarter $17.98 $14.09
Second Quarter $18.47 $16.87
First Quarter $20.25 $17.36
2006
Fourth Quarter $20.43 $17.49
Third Quarter $18.72 $15.36
Second Quarter $17.58 $15.43
First Quarter $19.13 $17.32

There were 825 holders of record of the Company’s common stock as
of March 13, 2008. This number does not reflect the number of persons
or entities who held stock in nominee or “street” name through various
brokerage firms. At March 13, 2008, there were 21,669,114 shares of
the Company's common stock outstanding.

To date, the Company has not paid cash dividends on its common
stock. Future declarations of dividends by the Board of Directors would
depend upon a number of factors, including the Company’s and the
Bank's financial condition and results of operations, investment
opportunities available to the Company or the Bank, capital requirements,
regulatory limitations, tax considerations, the amount of net proceeds
retained by the Company and general economic conditions. No
assurances can be given that any dividends will be paid or, if payment is
made, will continue to be paid.

The ahility of the Company to pay cash dividends is dependent upon
the ability of the Bank to pay dividends to the Company. Because the
Bank is a depository institution insured by the Federal Deposit Insurance
Corporation ("FDIC™), it may not pay dividends or distribute capital assets
if it is in default on any assessment due the FDIC. In addition, the GCC
regulations impose certain minimum capital requirements that affect the
amount of cash avaitable for the payment of dividends by the Bank. Under
Federal Reserve policy, the Company is required to maintain adequate
regulatory capital and is expected to act as a source of financial strength
to the Bank and to commit resources to support the Bank in
circumstances where it might not do so absent such a pelicy. This policy
could have the effect of reducing the amount of cash dividends declarable
by the Company.

IsSUER PURCHASES OF EQuITY SECURITIES (UNAUDITED)

The following table reports information regarding repurchases of the Company’s common stock during the year ended December 31, 2007,

Total Number
of Shares Maximum
Purchased as Number of
Partof Shares that May
Publicly Yet Be
Total Number Average Announced Purchased
of Shares Price Paid Plans or  Under the Plans
Period Purchased per Share Programs or Programs™
July 1-31, 2007 115,078 $15.31 115,078 884,922
August 1-31, 2007 312,500 15.75 312,500 572,422
September 1-30, 2007 115,400 16.70 115,400 457,022
October 1-31, 2007 166,200 17.29 166,200 290,822
November 1-30, 2007 142,445 16.71 142,445 148,377
December 1-31, 2007 158,900 16.50 158,900 1,100,000
Total 1,010,523 $16.31 1,010,523 1,100,000

(1) In July 2007, the Company announced a stock repurchase plan covering up to 5%, or approximately 1,000,000 shares. The repurchases were made from time to time in the open
market, subject {o the availability of shares, over approximately an 18-month period. In December 2007, the Company completed the stock repurchase plan announced in July 2007,
In December 2007, the Company announced a stock repurchase plan covering up to 5%, or approximately 1,100,000 shares. The repurchases are to be made from time to time in
the open market or in privately negotiated transactions, subject to the availability of shares, over approximately an 18-month period.
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Stock PERFORMANCE (UNAUDITED)

The following table provides a stock performance graph comparing cumulative total shareholders return on the Commorj Stock with {a) the cumulative
total shareholder return on stocks of all U.S. companies that trade on the NASDAQ Stock Market and the (b) the cumulative total shareholder return
on stacks included in the NASDAQ Bank index, as prepared for the NASDAQ by the Center for Research in Security Prices (*CRSP”) at the University
of Chicago. All investment comparisans assume the investment of $100 at December 31, 2002. The cumulative retumns for the NASDAQ Stock Market
and the NASDAQ Bank index are computed assuming the reinvestment of dividends.

Comparison of Cumulative Total Return
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GUMULATIVE TOTAL RETURN
December 31, 2002 2003 2004 2005 2006 2007
CRSP NASDAQ U.S. Companies $100 $1495 $162.7 $166.2 $182.6 $198.0
CRSP NASDAQ Bank index 100 128.6 147.2 143.8 161.4 127.9
Sun Bancorp, Inc. 1 100 2105 2N.7 1719 192.6 151.4

{1) The cumulative return for Surt Bancorp, Inc. reflects a 5% stock dividend paid in April 2003, April 2004, April 2005, May 2006 and May 2007 and has been calculated based on the
historical closing prices of $13.30, $26.56, $24.33, $19.75, $21.07 and $15.78 on December 31, 2002, 2003, 2004, 2005, 2006 and 2007, respectively.

There can be no assurance that the Company's future stock performance will be the same or similar to the historical stock performance shown in
the table. The Company neither makes nor endorses any predictions as to the stock performance.

ADDITIONAL INFORMATION

The Company's Annual Report an Form 10-K (excluding exhibits) for the fiscal year ended December 31, 2007 is availabﬁa without charge upon written
request fo Sun Bancorp, Inc. Shareholder Relations, 226 Landis Avenue, Vineland, NJ 08360.
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Abvisory BoarD MEMBERS

HUNTERDON/SOMERSET

Pasquale Barbieri
Herbert Gottlieb
Walter Hazard
Stephen Lipoczky
Saul Lupin, CPA

NORTHERN

Gerard Abbatista, CPA
Michaet D. Briehler
Gregory Chai

Michael S. Feit

Harold R. Levenson, CPA
Thomas Suarez, CPA

Steve Tolkach, CCIM, SIOR

Miles W. Truesdell, Jr.
PK. Vasudevan, CPA
Donald B. Veix, Jr., Esq.
Paul N. Watter, Esq.

NORTHEAST/OCEAN
Louis Aiese

James C. Bourke, CPA
Michael A. Bruno, Esq.
Raymond Ciccone, CPA
Stephen M. Cors
Robert L. Coutts

Don Cowan, CPA
Richard Daesener
Paut J. Dalton, CPA
Nat Davidson

Thomas Field

Paul Fried, CPA
Robert G. Lange, Jr.
W. Jeffrey Livingston
Joseph T. Mezzina

Frederick P. Nieman, Esq,

Dr. Hal Ornstein
Peter Pfister, CPA

Martin F. Pfleger, Esq.
Rose Ann Slawson, CPA
Matthew Smith

Wayne Tessler, CPA
Michael Winters, CPA
Eugene Young

CENTRAL

Jonathan Abraham
Fred S. Berlinsky
Richard B. Charny, Esq.

Donald J. DeGrazia, CPA, ABV

Robert A. DelSordo, Esq.
Gene DiMedio

Ronald L. Dubrow, CPA
Michael P. Edmondson
Rhonda Feld, Esq.

Gary L. Green, Esqg.
Harry A. Horwitz, Esq.
Edward Hutchinson
Wayne Lippincott
Robert Meyer

SOUTHWEST
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SOUTHEAST

Lester M. Argus
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Albert Beers

Gregg Coffeﬂf
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Joseph S. Franco
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Michae! Goloff, CPA
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Thomas Parante, CPA
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Michae! J. Scali, Esq.
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Sun CommuniTy BANKING CENTER LOCATIONS

NEW JERSEY

Atlantic County

2028 Atlantic Avenue
Atlantic City, New Jersey 08401
{609) 345-8272

4201-05 Ventnor Avenue
Atlantic City, New Jersey 08401
(609) 347-7075

3900 Atlantic Avenue
Brigantine, New Jersey 08203
{609) 266-2100

12" & First Road
Hammonten, New Jersey 08037
{609) 567-5880

599 New Road
Linwood, New Jersey 08221
(609) 927-9191

7319 Ventnor Avenue
Ventnor, New Jersey 08406
{609) 823-4030

903 Boulevard Route 50
Mays Landing, New Jersey 08330
{609) 625-9152

331 Tikton Road
Northfield, New Jersey 08225
{609) 641-7501

521 New Road
Somers Point, New Jersey 08244
(609) 653-8200

Burlington County

1 Lakehurst & Clubhouse Roads
Browns Mills, New Jersey 08015
{609) 735-2801

380 South Lenola Road
Maple Shade, New Jersey 08052
(856) 222-0200

741 Route 73 South
Marlton, New Jersey 08053
(856) 489-3140

99 Hartford Road
Medford, New Jersey 08055
{609) 654-7600

15-17 Scott Street
Riverside, New Jersey 08075
{856) 461-0461

Camden Gounty

1402 Brace Road
Cherry Hill, New Jersey 08034
{856) 616-9882

627 Haddon Avenue
Collingswood, New Jersey 08108
{856) 858-1776

10 East Evesham Road
Glendora, New Jersey 08029
(856) 939-1880

47 South Centre Street
Merchantville, New Jersey 08109
(856) 662-3800

2 South White Horse Pike
Somerdale, New Jersey 08083
{856} 782-6533

Cape May County

103 North Main Street
CMCH, New Jersey 08210
(609) 463-1341

941 Columbia Avenue
Cape May, New Jersey 08204
{609) 898-2120

108 Roosevelt Boulevard
Marmora, New Jersey 08223
(609) 390-3529

1900 New Jersey Avenue
N, Wildwood, New Jersey 08260
(609) 729-3981

2201 Route 50
Tuckahog, New Jersey 08250
{609) 628-2662

Route 9 & Linden Lane
Rie Grande, New Jersey 08242
(609) 465-1656

Cumberland County

15 South Laurel Street
Bridgeton, New Jersey 08302
(856) 455-8305

1026 North High Street
Millville, New Jersey 08332
{856) 293-0800

1736 Main Street
Port Norris, New Jersey 08349
{856) 785-1565

401 Landis Avenue
Vineland, New Jersey 08360
(856) 205-0700

1184 East Landis Avenue
Vineland, New Jersey 08360
{856) 205-0900

)
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Gloucester County

303 Village Center Drive
Logan Twp., New Jersey 08085
(856) 467-2111

4651 Route 42
Turnersville, New Jersey 08012
{856) 629-6000

Hunterden County

224 South Main Street
Flemington, New Jersey 08822
(908) 237-1690

615 Milford-Warren Glen Road
Milford, New Jersey 08848
(908) 995-0460

Mercer County

64 East Broad Street
Hopewell, New Jersey 08525
{609) 333-0890

2673 Main Sireet
Lawrenceville, New Jersey 08648
(609) 620-9770

1 North Main Street
Pennington, New Jersey 08534
{609) 730-1996

47 Hightstown Road
Princeton Jct., New Jersey 08550
(609) 716-1600

411 Route 33
Trenton, New Jersey 08619
(609) 890-7447

150 South Broad Street
Trenton, New Jersey 08608
{609) 392-3300




Sun CommuNiTY BANKING GENTER LOCATIONS

Middlesex County 267 Main Street Salem County 2080 New Castle Avenue
Matawan, New Jersey 07747 New Castle, Delaware 19720

County Road 516 & (732) 290-8020 270 Georgetown Road (302) 254-3569

Jake Brown Road Carneys Point, New Jersey 08069

Qld Bridge, New Jersey 08857 541 Sycamore Avenue (856} 299-5770 700 Kirkwood Highway

{732) 679-910 Shrewsbury, New Jersey 07702 Newark, Delaware 19711
{732) 450-9570 175 West Broadway (302) 224-3382

3534 State Route 27 Salem, New Jersey 08079 ‘

Kendall Park, New Jersey 08824 2440 Route 34 North (856) 835-6560 1800 West 4™ Street

(732) 2971927 Wall Township, New Jersey 08736 Wilmington, Delaware 19805
{732) 292-2686 8 North Main Street {302) 254-3566

Monmouth County Woodstown, New Jersey 08098
Ocean County {856) 769-2466 4401 Concord Pike

24 Route 34 North Wilmington, Delaware 19803

Colts Neck, New Jersey 07722 504 North Main Street (Route 9) Somerset County (302) 334-4091

{732) 780-9550 Lanoka Harbor, New Jersey 08734
(609) 242-8044 1018 Route 202 South

31 East Main Street Branchburg, New Jersey 08876

Freehold, New Jersey 07728 689 Radio Road (908) 595-0005

(732) 863-7200 Littte Egg Harbor, New Jersey
(08087 3421 Route 22 East

3535 Highway 9 North {609) 296-1773 Branchburg, New Jersey 08876

Freehold, New Jersey 07728 {908) 685-5800

{732) 845-3070 525 Route 72 East

Middle Road &
South Laurel Avenue
Holmdel, New Jersey 07733

Manahawkin, New Jersey 08050
(609) 597-1800

1211 Long Beach Boutevard

286 Route 206 South
Hillsborough, New Jersey 08844
{908} 904-0211

(732) 471-7800 Ship Bottom, New Jersey 08008  DELAWARE

{609) 361-8011
4502 Highway 9 South
Howell, New Jersey 07731 601 Route 37 West New Castle County
(732) 805-9052 Toms River, New Jersey 08755

{732) 240-2922 1101 Governor's Place
191 Route 9 South Bear, Delaware 19701
Manalapan, New Jersey 07726 540 Route 9 {302) 392-4221
{732) 863-5660 Tuckerton, New Jersey 08087

(609) 296-1700 132 Clinton Street

Delaware City, Delaware 19706
(302) 838-7840

CORPORATE INFORMATION

Investor Relations Contact Transfer Agent Website
Mr. Dan A. Chila Computershare www.sunnb.com
{856) 690-4233 Stock Transfer Department
dehila@sunnb.com Atlanta, Gecrgia
{800) 568-3476
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